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200  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

Dear  Mr.  Secretary: 

In  accordance  with  Section  9601  of  the  Consolidated  Omnibus 
Reconciliation  Act  of  1985  (PL  99-272),  I  respectfully  transmit  the 
final  report  of  the  Task  Force  on  Long-Term  Health  Care  Policies. 
The  report  addresses  many  complex  issues  relating  to  the  private 
financing  of  long-term  care. 

As  reguired  by  law,  the  Task  Force  conducted  a  comprehensive 
examination  of  how  to  promote  the  development  of  private  long-term 
care  insurance,  generate  consumer  confidence,  provide  direction  to 
States  on  the  appropriateness  and  sufficiency  of  consumer  protections 
related  to  long-term  care  insurance,  and  assure  reasonable  market 
value.   It  is  the  goal  of  the  Task  Force  to  encourage  action  at  the 
State  level  and  in  the  private  sector  to  make  guality  long-term  care 
insurance  readily  available  at  an  affordable  price.   We  urge  the 
private  sector  and  public  policymakers  at  the  Federal  and  State 
levels  to  proceed  expeditiously  toward  this  goal. 

On  behalf  of  the  members  of  the  Task  Force,  I  want  to  thank  you  for 
providing  us  with  the  opportunity  to  deliberate  on  long-term  care 
insurance  issues  and  to  offer  our  recommendations  to  you  and  the 
Congress.   We  hope  that  the  report  will  provide  the  guidance  you  need 
as  you  address  these  issues  in  the  coming  months. 


Respectfully  submitted, 


Daniel  P.  Bourgue 
Chairman,  Task  Force  on 
Health  Care  Policies 


jong-Term 


DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administration 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  SW. 

Washington,  D.C.  20201 

(202)    245-0063 


SEP  2 1 1987 


The  Honorable  Edward  M.  Kennedy 
Chairman,  Committee  on  Labor 

and  Human  Resources 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 

In  accordance  with  Section  9601  of  the  Consolidated  Omnibus 
Reconciliation  Act  of  1985  (PL  99-272),  I  respectfully  transmit  the 
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As  required  by  law,  the  Task  Force  conducted  a  comprehensive 
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value.   It  is  the  goal  of  the  Task  Force  to  encourage  action  at  the 
State  level  and  in  the  private  sector  to  make  quality  long-term  care 
insurance  readily  available  at  an  affordable  price.  We  urge  the 
private  sector  and  public  policymakers  at  the  Federal  and  State 
levels  to  proceed  expeditiously  toward  this  goal. 

We  hope  that  the  report  will  provide  guidance  as  you  address  these 
issues  in  the  coming  months.   It  has  been  a  privilege  for  all  of  us 
to  serve  on  this  important  Task  Force. 


Respectfully  submitted, 
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Chairman,  Task  Force  on  Long-Term 
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PREFACE 

By  establishing  a  Task  Force  on  Long-Term  Health  Care  Policies,  the  Congress  expressed 
its  concern  about  the  availability  and  financing  of  long-term  care.  Although  the  need  for 
long-term  care  is  rapidly  growing,  financing  such  services  is  difficult.  The  Congress  wanted 
to  promote  development  of  private  long-term  care  insurance,  generate  consumer  confidence, 
and  provide  direction  to  States  on  the  propriety  and  adequacy  of  consumer  protection  relat- 
ed to  long-term  care  insurance. 

The  Task  Force  was  directed  to  develop  policy  recommendations  in  four  areas: 

•  Responsible  marketing  and  agent  sales  practices. 

•  Dissemination  of  adequate  information  to  allow  informed  consumer  choice  and  to 
reduce  purchase  of  duplicative  coverage. 

•  The  relationship  between  premiums  charged  and  benefits  provided. 

•  The  development  and  availability  of  long-term  care  insurance  policies. 

Section  9601  of  the  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985  (P.L  99-272) 
requires  that  the  Task  Force  report  its  findings  and  recommendations  to  the  Congress  and 
the  Secretary  of  Health  and  Human  Services  not  later  than  October  7,  1987.  Recommenda- 
tions are  to  be  sent  to  the  States  and  used  at  the  option  of  each  State.  The  Act  also  provides 
for  two  follow-up  reports  at  18-month  intervals.  The  first  follow-up  report  is  to  describe  ac- 
tions taken  by  the  States  to  implement  recommendations  made  by  the  Task  Force.  The  se- 
cond follow-up  report  is  to  recommend  Federal  administrative  or  legislative  action,  if  any, 
needed  to  improve  consumer  protection  with  respect  to  long-term  care  insurance. 

In  appointing  members  to  the  Task  Force,  the  Secretary  was  required  to  include: 

•  Two  members  representing  the  Mational  Association  of  Insurance  Commissioners. 

•  Three  members  representing  Federal  and  State  agencies  with  responsibilities  relat- 
ing to  health  or  older  persons. 

•  Three  members  representing  private  insurers. 

•  Three  members  representing  organizations  of  consumers  or  older  persons. 

•  Three  members  representing  providers  of  long-term  care  services. 

•  Four  additional  members. 

Otis  R.  Bowen,  M.D.,  Secretary  of  the  Department  of  Health  and  Human  Services,  announced 
the  appointment  of  the  Task  Force  on  Long-Term  Health  Care  Policies  on  September  12,  1986. 

Since  the  appointment  of  the  Task  Force,  the  Administration  has  announced  a  major  legis- 
lative proposal  to  provide  catastrophic  coverage  for  acute  medical  care  expenses.  The  Task 
Force  is  pleased  that  the  Administration  has  taken  the  initiative  in  this  area.  The  catastroph- 
ic proposals  now  under  serious  consideration  by  the  Congress  primarily  address  acute  care 
services  for  older  people.  The  Task  Force's  recommendations  assume  that  the  legislation, 
if  enacted,  will  provide  catastrophic  coverage  for  acute  health  care  costs  only. 
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EXECUTIVE  SUMMARY 

The  challenge  of  meeting  the  needs  of  our 
disabled  and  aging  population  requires  im- 
mediate attention.  Few  individuals  can 
finance  an  extended  nursing  home  stay  or 
other  long-term  care  services  entirely  out  of 
their  assets  and  incomes.  Many  people, 
however,  may  be  able  to  provide  for  nursing 
home  and  other  long-term  care  services 
through  buying  long-term  care  insurance. 

At  age  65  people  are  estimated  to  have 
more  than  a  43  percent  risk  of  entering  a 
nursing  home  some  time  during  the  rest  of 
their  lives.  However,  financing  long-term  care 
is  not  just  a  problem  for  older  persons.  In  the 
year  2000,  40  percent  of  functionally  depen- 
dent Americans  will  be  less  than  65  years 
old.  Besides  the  high  cost  of  financing  in- 
stitutional care,  disabled  and  older  persons 
living  in  the  community  will  need  long-term 
care  services  to  remain  at  home. 

The  Task  Force  on  Long-Term  Health  Care 
Policies  strongly  recommends  that  both  pub- 
lic and  private  sectors  take  steps  immediately 
to  encourage  expansion  of  private  financing 
for  long-term  care  services  through  long- 
term  care  insurance.  Even  during  the  Task 
Force's  deliberations,  and  partly  in  response 
to  its  initiatives,  the  development  of  long- 
term  care  insurance  has  moved  forward,  but 
the  pace  of  development  needs  to  accelerate. 
The  Task  Force  offers  its  recommendations 
as  a  blueprint  for  more  rapidly  developing 
and  expanding  a  private  system  for  financ- 
ing long-term  care. 

Long-term  care  includes  a  wide  range  of 
medical  and  support  services  for  people  who 
suffer  physical  or  mental  disorders  causing 
functional  limitation  or  disability  and  there- 
fore need  assistance  for  an  extended  period 
to  maintain  or  promote  functional  well-being. 
Long-term  care  ranges  from  informal  in- 
home  services  to  institutional  skilled 
nursing. 

Spending  on  long-term  care  has  grown 
rapidly  and  will  continue  to  grow  as  the  popu- 
lation ages.  Almost  half  the  institutional 


costs  for  long-term  care  are  paid  directly  out- 
of-pocket,  while  less  than  2  percent  is  paid 
through  insurance. 

The  statute  creating  the  Task  Force  re- 
quested recommendations  for  action  in  the 
areas  of  education,  market  development,  and 
consumer  protection  to  improve  and  foster 
the  growth  of  long-term  care  insurance. 

The  Task  Force  accepted  the  definition  of 
long-term  care  insurance  adopted  by  the  Na- 
tional Association  of  Insurance  Commission- 
ers (NAIC)  in  their  Long-Term  Care  Insurance 
Model  Act  (Model  Act).  This  definition  re- 
quires insurance  to  offer  benefits  for  not  less 
than  12  consecutive  months  in  a  setting 
other  than  an  acute  care  unit  of  a  hospital. 
The  Task  Force  added  explanatory  notes  to 
the  definition  to  clarify  certain  points:  1)  serv- 
ices are  covered  in  various  settings — at  home 
or  in  the  community,  as  well  as  in  institu- 
tions; 2)  long-term  care  insurance  does  not 
duplicate  Medicare  coverage  for  those  eligi- 
ble; 3)  covered  services  include  personal  care 
to  maintain  activities  of  daily  living;  4)  future 
policies  may  bring  arrangements  not  yet  en- 
visioned; and  5)  the  Task  Force  encourages 
development  of  both  the  products  covered 
by  the  definition  and  other  forms  of  risk 
pooling. 

Private  long-term  care  insurance  can  pro- 
tect people  against  large  out-of-pocket  ex- 
penses. It  gives  individuals  the  opportunity 
to  retain  choices  and  develop  a  flexible, 
planned  response  to  a  potentially  ruinous 
event  that  will  confront  many  people  over  65 
as  well  as  many  disabled  people  under  65. 
Insurance  offers  the  most  cost  effective,  col- 
lective approach  to  meeting  financial  risks 
that  often  devastate  individuals. 

The  Task  Force  believes  a  broad  market  for 
long-term  care  insurance  can  and  should  be 
developed.  While  very  few  disabled  and  older 
persons  have  obtained  long-term  care  insur- 
ance, no  other  private  financing  mechanism 
appears  to  offer  a  more  cost  effective  and  via- 
ble means  of  meeting  long-term  care  costs. 


The  Task  Force  acknowledges  that  private 
long-term  care  insurance  cannot  provide  a  to- 
tal solution  for  financing  long-term  care.  For 
the  foreseeable  future  long-term  care  will 
continue  to  be  provided  by  formal  and  infor- 
mal caregivers,  in  institutional,  home,  and 
community  settings,  and  financed  by  a  mix- 
ture of  public  and  private  expenditures. 
When  the  Task  Force  reviewed  integrated 
public/private  approaches,  especially  those 
significantly  expanding  government  financial 
support  for  catastrophic  episodes  of  long- 
term  care,  it  concluded  that  more  informa- 
tion was  needed  to  determine  the  viability 
of  a  joint  public/private  approach. 

The  Task  Force  identified  and  analyzed 
market  factors  that  promise  to  stimulate  an 
active  private  long-term  care  insurance  mar- 
ket with  attractive  and  affordable  products 
and,  at  the  same  time,  provide  reasonable 
protection  for  consumers.  In  the  judgment  of 
the  Task  Force,  the  critical  factors  are  these: 

•  Public  Awareness — Consumers  need  to 
be  more  aware  of  several  key  topics:  1)  the 
absence  of  long-term  care  coverage  under 
Medicare,  Medicare  supplement  insur- 
ance, and  most  acute  care  insurance  and 
prepaid  health  programs;  2)  the  potential 
costs  of  long-term  care  over  their  lifetime; 
3)  the  range,  cost,  and  availability  of  long- 
term  care  insurance  products;  and  4)  the 
advantages  and  limitations  of  various  in- 
surance features.  In  particular,  the  Feder- 
al government  has  a  responsibility  to 
inform  Social  Security  beneficiaries  that 
Medicare  does  not  cover  long-term  care 
services. 

•  Consumer  Protection— The  Task  Force 
found  that  the  Long-Term  Care  Insurance 
Model  Act  developed  by  the  National  As- 
sociation of  Insurance  Commissioners 
provides  a  sound  basis  for  balancing  the 
interests  of  product  development  with 
adequate  protection  for  consumers. 
However,  greater  consumer  protection  can 
be  provided  through  more  stringent  re- 
quirements for  renewability  of  individual 


long-term  care  insurance  policies  and 
through  the  regulation  of  the  reserves  for 
continuing  care  retirement  communities. 

•  Market  Development— The  absence  of 
basic  data  on  the  use  of  long-term  care  in- 
surance by  an  insured  population  and  the 
need  to  define  benefit  levels  present 
problems  for  insurance  companies  in 
designing  products  that  meet  certain 
needs:  1)  cover  services  in  expanded  set- 
tings like  homes  and  communities;  2)  pre- 
vent overuse  of  services  (induced  demand); 
and  3)  avoid  creating  a  risk  pool  weighted 
too  heavily  to  those  most  likely  to  require 
long-term  care  (adverse  selection).  The 
Task  Force  generally  concluded  that  insur- 
ance companies  must  be  given  latitude  to 
experiment  with  benefit  design  and  utili- 
zation controls  if  they  are  to  develop 
products  that  will  be  affordable  and  attrac- 
tive to  consumers. 

•  Epansion  of  the  market  through  employer- 
sponsored  long-term  care  insurance — Offer- 
ing long-term  care  insurance  through  em- 
ployment has  the  greatest  potential  to 
cover  large  numbers  of  people,  but  pene- 
trating this  market  will  require  overcom- 
ing impediments  and  providing  incentives. 

•  Tax  incentives — Existing  rules  must  be  clar- 
ified in  several  respects:  the  tax  treatment  of 
reserves  for  long-term  care  insurance  and  in- 
terest on  those  reserves  and  the  tax  treat- 
ment of  long-term  care  insurance  in  general. 
Tax  incentives  are  especially  important  to  en- 
courage development  of  long-term  care  in- 
surance through  employment-based  plans 
and  vested  retirement  funds.  Compared  to 
other  approaches,  employement-based  plans 
would  make  more  attractive  and  affordable 
products  available  and  extend  coverage  to 
the  largest  number  of  people. 

Efforts  of  the  MAIC  have  significantly  ad- 
vanced the  work  of  the  Task  Force  in  develop- 
ing recommendations  to  assure  responsible 
marketing  practices  and  prevent  sales  abuses. 
In  adopting  the  Model  Act,  the  NAIC  has  es- 
tablished an  appropriate  vehicle  for  protect- 
ing consumers.  The  Task  Force  was  able  to 


further  NAIC  efforts  by  developing  an  addi- 
tional recommendation  to  give  Insurance 
Commissioners  greater  authority  over  cancel- 
lation and  renewability  of  long-term  care  in- 
surance policies 

The  Congress  charged  the  Task  Force  to 
recommend  ways  to  assure  a  reasonable  rela- 
tionship between  premiums  and  benefits,  and 
this  task  presented  marked  difficulties.  The 
NAIC  draft  regulations  dated  June  22,  1987, 
rely  on  loss  ratio  to  test  premium  reasonable- 
ness, but  the  Task  Force  concluded  that  this 
test  is  of  limited  use  at  present.  Further  de- 
veloping actuarial  tables  on  frequency  and  du- 
ration of  nursing  home  stay  and  utilization 
may  prove  to  be  more  helpful  in  judging  the 
real  value  of  long-term  care  insurance. 

The  Task  Force  adopted  41  recommenda- 
tions. Taken  together,  they  provide  practical 
directions  for  strengthening  long-term  care 
financing  through  private  insurance.  They  vary 
in  difficulty  of  implementation,  effect  on  the 
issues,  cost  effectiveness,  political  acceptabil- 
ity, and  budget  impact.  Particularly  important 
recommendations  cover  seven  areas,  and  their 
implementation  should  command  the  highest 
priority 

1.  Inform  Consumers  that  Medicare, 
Medigap,  and  acute  health  care  insurance 
do  not  cover  long-term  care.  The  Depart- 
ment of  Health  and  Human  Services 
should  communicate  directly  to  all  current 
and  new  Social  Security  beneficiaries  the 
exact  nature  and  limitations  of  Medicare 
long-term  care  coverage,  as  well  as  availa- 
ble alternatives.  Effective  communication 
will  require  developing  appropriate  infor- 
mation and  referral  capabilities. 

2.  Encourage  States  to  adopt  the  National 
Association  of  Insurance  Commissioners' 
Long-Term  Care  Insurance  Model  Act.  A 
number  of  States  have  already  adopted  the 
Model  Act,  and  all  other  States  are  strongly 
encouraged  to  do  the  same.  The  Task 
Force  believes,  however,  that  the  cancella- 
tion provision  should  be  more  limited  than 
permitted  in  the  Model  Act. 


3. Promote  the  availability  of  long-term  care 
insurance  through  employment.  Offering 
long-term  care  insurance  through  employ- 
ment is  an  effective  way  to  make  attractive, 
affordable  coverage  available  to  large 
groups  of  working-age  people.  A  number  of 
approaches  promise  to  help  accomplish  this 
objective.  Tax  incentives  and  encourage- 
ment of  employer  cooperation  will  be  es- 
sential to  these  efforts.  At  a  minimum,  the 
present  restrictions  on  buying  long-term 
care  insurance  through  cafeteria  plans  and 
flexible  spending  accounts  should  be 
removed. 

4. Develop  long-term  care  insurance  financ- 
ing through  vested  pension  funds.  Both  be- 
fore and  after  retirement,  individuals  should 
be  permitted  to  use  vested  pension  and 
retirement  savings  (including  IRAs,  Keogh 
plans,  and  others)  to  purchase  long-term 
care  insurance.  Transfers  from  such  funds 
should  not  be  taxed  or  subject  to  penalties. 

5. Use  Federal  and  State  tax  codes  to  en- 
courage the  purchase  of  long-term  care  in- 
surance. Most  desirable  would  be 
broad-based  measures  that  effectively  en- 
courage purchase  of  long-term  care  insur- 
ance without  unduly  reducing  government 
revenues.  The  most  important  incentive  in 
lowering  the  cost  of  long-term  care  insur- 
ance depends  on  clarifying  whether  tax  ex- 
empt status  applies  to  long-term  care 
insurance  reserves  held  by  insurers  and  to 
the  investment  earnings  credited  to  them. 

6. Encourage  new  approaches  to  determine 
eligibility  for  long-term  care  insurance 
benefits.  The  level-of-care  and  service  defi- 
nitions currently  in  use  are  unreliable  in  de- 
termining eligibility  for  long-term  care 
insurance  benefits.  The  Task  Force  believes 
that  developing  need  assessment  systems, 
based  on  ability  to  perform  activities  of  daily 
living,  offers  a  useful  alternative  in  decid- 
ing eligibility  for  benefits. 

7. Encourage  greater  cooperation  in  the  col- 
lection and  sharing  of  long-term  care  data. 


The  Task  Force,  with  the  cooperation  of  the  data  and  recommends  further  Federal, 

Department  of  Health  and  Human  Services  State,  and  private  efforts  to  improve  the 

and  the  Veterans  Administration,  has  taken  quality  and  availability  of  actuarial  data, 
steps  to  increase  the  sharing  of  Federal 


Chapter  I 
RECOMMENDATIONS 

The  Task  Force  adopted  recommendations 
to  promote  and  develop  a  market  for  long- 
term  care  insurance  and  to  assure  consumer 
protection  against  possible  market  abuses. 
Mot  every  member  of  the  Task  Force  fully 
agrees  with  every  recommendation,  but  all 
recommendations  were  supported  by  a  sub- 
stantial majority  of  Task  Force  members. 
These  recommendations  may  vary  in 
difficulty  of  implementation,  effect,  cost  ef- 
fectiveness, political  acceptability  and  budget 
impact.  Taken  together,  however,  they  pro- 
vide a  desirable  direction  for  States,  the  Fed- 
eral government,  and  the  private  sector  to 
follow  in  strengthening  private  financing  of 
long-term  care. 

The  Task  Force  considers  several  recom- 
mendations particularly  significant.  These 
major  recommendations  affect  both  in- 
dividual and  group  policies.  Recommenda- 
tions that  would  reduce  costs  do  so  for  both 
types  of  policies.  The  consumer  protection 
section  focuses  particularly  on  the  individu- 
al policy,  as  group  policies  derive  much  of 
their  consumer  protection  through  negotia- 
tion at  the  time  they  are  established.  The 
Task  Force  emphasizes  the  following  steps  as 
its  major  recommendations: 

•  Communicating  the  information  that 
Medicare,  Medigap,  and  acute  health  care 
insurance  do  not  cover  most  long-term 
care  services. 

•  Encouraging  States  to  adopt  the  Nation- 
al Association  of  Insurance  Commission- 
ers' (NAIC)  Long-Term  Care  Insurance 
Model  Act. 

•  Developing  employer-sponsored  long- 
term  care  insurance. 

•  Developing  long-term  care  insurance 
financed  through  vested  pension  funds. 

•  Using  Federal  and  State  tax  codes  to  en- 
courage development  of  long-term  care  in- 
surance. 


•  Encouraging  innovative  approaches  to  de- 
termining eligibility  for  long-term  care  in- 
surance benefits. 

•  Encouraging  greater  cooperation  between 
the  public  and  private  sectors  to  improve 
the  quality  and  availability  of  actuarial 
data  on  long-term  care. 

Following  are  specific  Task  Force  recom- 
mendations. They  focus  on  elements  of  the 
Congressional  mandate  to  the  Task  Force. 
They  are  listed  by  category,  generally  in  the 
order  the  issues  are  discussed  in  Chapters  III 
through  VII. 

CREATING  AWARENESS 

1.  When  discussing  the  Medicare  program, 
the  Federal  government,  including  the 
Congress,  must  be  careful  to  communi- 
cate accurately  the  limited  nature  and  ex- 
tent of  long-term  care  coverage. 

2.  Public  information  campaigns  are  need- 
ed to  make  people  aware  that  Medicare, 
Medigap  (Medicare  Supplement  Insur- 
ance), and  existing  health  care  policies 
provide  little  or  no  coverage  for  long-term 
care  services. 

3.  The  Department  of  Health  and  Human 
Services  should: 

a.  Tell  all  current  and  new  Social  Securi- 
ty beneficiaries,  through  direct  mail- 
ings and  use  of  Social  Security  District 
Offices,  that  Medicare  does  not  cover 
most  long-term  care  services. 

b.  Publish  a  separate  Medicare  guide 
describing  the  limited  Medicare 
skilled  nursing  facility  benefit  and 
home  health  benefit,  which  are  orient- 
ed toward  providing  post-acute  care. 

c.  Develop  a  long-term  care  insurance 
buyer's  guide. 

d.  Develop  a  model  public  information 
program  for  use  by  States. 

e.  Provide  assistance  in  implementing 
such  programs  at  the  request  of  States. 

f.  With  the  NAIC,  create  a  clearinghouse 
for  sharing  knowledge  of  successful  in- 
formation programs. 


g.  Assist  businesses  and  unions  in  edu- 
cating employees  about  long-term 
care  insurance. 

4.  State  Insurance  Commissioners  should: 

a.  Require  Medigap  policies  to  state  the 
extent  of,  and  limits  on,  long-term 
care  coverage. 

b.  Develop  and  distribute  long-term  care 
insurance  buyer's  guides,  individually 
or  through  the  NAIG 

5.  Insurers  and  their  trade  associations 
should: 

a.  Review  their  informational  and  promo- 
tional materials  to  ensure  that  they 
accurately  describe  long-term  care 
needs  and  coverage. 

b.  Develop  educational  programs  explain- 
ing long-term  care  needs  and  financ- 
ing options. 

6.  Long-term  care  service  providers,  individ- 
ually and  through  their  organizations  and 
associations,  should  develop  and  distrib- 
ute public  information  programs  dealing 
with  long-term  care  needs  and  financing 
and  delivery. 

7.  Consumer  groups  and  organizations  repre- 
senting older  people  should  develop  ma- 
terials that  deal  specifically  with  the  need 
for  long-term  care  services  and  the  options 
for  financing  and  delivery  of  this  care. 

8.  Insurance  companies,  provider  groups, 
consumer  groups,  and  organizations  rep- 
resenting older  and  disabled  people  should 
work  with  groups  and  associations  of  phy- 
sicians, nurses,  lawyers,  estate  planners, 
and  others  with  whom  people  consult  for 
advice  and  assistance  on  financing  long- 
term  care  needs,  to  increase  aware- 
ness and  improve  knowledge  of  long-term 
care  insurance. 

AVAILABILITY  AND  SCOPE  OF 
PUBLIC  PROGRAMS 

9.  The  President  should  designate  a  lead 
agency  to  direct  all  Federal  agencies 
providing  health  care  benefit  programs  to 
inform  beneficiaries  clearly  about  the 
limited  nature  of  any  long-term  care  bene- 
fits provided  under  these  programs. 


10.  Publications  on  Medicare,  Medicaid,  Medi- 
gap, the  Civilian  Health  and  Medical  Pro- 
gram of  the  Uniformed  Services  (CHAM- 
PCIS),  and  Veterans  Administration  pro- 
grams should  more  clearly  explain  the 
coverages  and  limitations  of  these  benefits 
with  respect  to  long-term  care. 

STIMULATING  DEMAND 

11.  Federal,  State,  and  private  public  infor- 
mation efforts  should: 

a.  Target  the  messages  to  specific  age 
groups,  such  as  pre-40,  40-65,  and 
post-65. 

b.  Focus  on  the  need  for  people  to  plan 
early  for  financing  long-term  care. 

c.  Emphasize  that  long-term  care  in- 
cludes non-institutional  as  well  as  in- 
stitutional services. 

12.  Public  information  programs  should  work 
with  organizations  that  represent  or  serve 
older  people  to  increase  the  effectiveness, 
coordination,  and  penetration  of  educa- 
tional efforts. 

13.  Federal  and  State  governments  should 
make  long-term  care  insurance  available  to 
their  own  employees  and  retirees  through 
existing  group  mechanisms. 

14.  States  should  consider  how  their  Medicaid 
eligibility  requirements  might  create  in- 
centives or  remove  disincentives  to  pur- 
chasing long-term  care  insurance. 

CONSUMER  PROTECTION 

Adoption  of  the  NAIC  Model  Act 

15.  State  governments  should  adopt  the  Na- 
tional Association  of  Insurance  Commis- 
sioners Long-Term  Care  Insurance  Model 
Act.  The  NAIC  Model  Act  was  designed 
to  protect  consumers,  promote  product 
availability,  and  encourage  benefit  ex- 
perimentation, and  its  provisions  make 
appropriate  distinctions  between  group 
and  individual  coverage.  However,  the 
Model  Act  should  be  amended  as  fol- 
lows: Individual  policies  should  be  can- 
cellable only  for  the  most  unusual  and 
compelling    reasons    and    therefore, 


only  with  the  permission  of  the  State  In- 
surance Commissioner.  At  the  same  time, 
the  insurer  should  be  entitled  to  adjust 
rates  in  the  same  manner  as  they  are  ad- 
justed on  guaranteed  renewable  policies. 

16.  The  State  Insurance  Commissioner  should 
have  the  authority  to  permit  cancellation 
of  a  long-term  care  insurance  policy  by 
class,  but  only  when  it  is  determined  to 
be  in  the  best  interest  of  the  public  to  do 
so. 

Preventing  Sales  Abuses 

17.  State  governments  should  continue  to  be 
responsible  for  vigorously  protecting  con- 
sumers from  fraudulent,  unfair,  or  illegal 
sales  or  claims  practices.  The  Federal  gov- 
ernment should  not  impose  on  States  re- 
quirements for  regulating  long-term  care 
insurance  in  the  absence  of  a  showing  that 
the  States  are  failing  to  meet  their  respon- 
sibilities for  consumer  protection. 

18.  As  the  NAIC  Model  Act  recommends, 
States  should  require  that  disclosure  ma  - 
terials  in  long-term  care  insurance  policies: 

a.  Meet  specific  standards  for  readabili- 
ty, content,  location,  and  layout. 

b.  Contain  an  "outline  of  coverage,"  in- 
cluding limitations  on  coverage  and 
provisions  for  renewal. 

19.  Insurance  organizations  that  provide  train- 
ing ancLbr  continuing  education  for  insur- 
ance agents,  such  as  insurance  companies, 
the  Association  of  Health  Underwriters, 
and  the  Association  of  Life  Underwriters, 
should  develop  specific  programs  on  long- 
term  care  insurance,  long-term  care 
financing,  and  the  legal  and  ethical  con- 
siderations of  selling  insurance. 

Portability 

20.  Insurers  should  be  encouraged  to  develop 
employment-based  group  insurance  poli- 
cies and  other  types  of  group-sponsored 
coverage  for  long-term  care  that  enable 
policyholders  to  contine  the  coverage  or 
convert  to  individual  policies  or  make 
other  acceptable  arrangements  if  employ- 


ment terminates,  an  insured  group  is  disband- 
ed, or  the  master  long-term  care  policy  in 
which  the  individual  is  participating  is  can- 
celled. 

Adequacy  of  Reserves  for  Continuing 
Care  Retirement  Communities  (CCRC) 

21.  States  should  enact  legislation  based  on 
the  standards  for  CCRCs  established  by 
the  American  Association  of  Homes  for 
the  Aging  and  by  the  American  Academy 
of  Actuaries  to: 

a.  Review  the  actuarial  fitness  and  finan- 
cial viability  of  the  CCRCs  as  they  be- 
gin operation. 

b.  Assure  appropriate  actuarial  and  finan- 
cial planning  to  cover  long-term  care 
health  costs  and  residents'  needs. 

c.  Require  CCRC  developers  and  man- 
agers to  disclose  fully  all  services  and 
care  to  be  provided  and  method  of 
financing,  currently  and  in  the  future. 

Market  Value  Measures 

22.  At  this  time,  loss  ratios  are  based  on  rela- 
tively crude  projections  and  are  not  a 
good  measure  of  market  value.  The  Task 
Force  therefore  discourages  undue  reli- 
ance on  such  estimates.  To  the  extent  a 
regulator  is  committed  to  using  a  target 
loss  ratio,  however,  the  parameters  recom- 
mended for  long-term  care  insur- 
ance by  the  NAIC  should  be  used. 

23.  As  the  NAIC  Model  Act  recommends, 
State  Insurance  Commissioners  should 
continue  to  review  new  long-term  care 
insurance  filings  carefully  to  assure  that 
such  policies  are  not  deceptive  or  mis- 
leading. 

Policy  Design 

24.  Long-term  care  insurance  companies 
should  offer  purchasers  the  option  of 
buying  benefits  that  cover  long-term 
care  provided  in  the  home  or  community, 
as  well  as  in  institutions. 

25.  Insurers  and  States,  through  the  NAIC. 
should  work  together  to  develop  stan- 


dard  definitions  for  levels  of  care  and 
services  which  could  be  used  in  long- 
term  care  insurance  policies. 

26.  Insurance  companies  should  be  encour- 
aged to  determine  eligibility  for  benefits 
using  an  "activities  of  daily  living"  need 
assessment  scale.  Insurers  using  level- 
of-care  definitions  to  determine  benefit 
eligibility  should  seek  to  avoid  making 
coverage  for  institutional  services  depend 
on  distinctions  among  skilled  nursing 
services,  intermediate  care  services,  and 
custodial  services. 

27.  Long-term  care  insurers  are  encouraged 
to  use  the  case  management  approach  to 
determine  and  coordinate  the  most  ap- 
propriate level  of  care  in  the  most  cost 
effective  manner. 

28.  Minimum  eligibility  and  benefit  standards 
should  be  limited  to  those  set  forth  in  the 
NAIC  Model  Act  and  regulations  and  such 
additional  standards  as  may  be  necessary 
to  protect  against  offering  illusory  bene- 
fits. 

29.  Consistent  with  the  NAIC  Model  Act: 

a.  State  legislatures  and  regulators  should 
recognize  the  experimental  nature  of 
long-term  care  insurance  and  allow  rea- 
sonable flexibility  to  insurers  in  devel- 
oping eligibility  criteria  and  benefit  lev- 
els for  long-term  care  insurance. 

b.  State  laws  and  regulations  should  pro- 
vide insurers  reasonable  latitude  to  de- 
velop new  products  designed  to  limit 
insurance-induced  demand  and  adverse 
selection,  situations  in  which  the  ex- 
istence of  the  insurance  creates  a  de- 
mand for  it  and  attracts  buyers  who 
are  more  in  need  of  its  protection  than 
the  population  at  large. 

30.  As  the  NAIC  Model  Act  recommends, 
State  regulation  of  long-term  care  insur- 
ance should  not  universally  prohibit  mak- 
ing a  prior  hospital  stay  and/or  prior  nurs- 
ing home  stay  prerequisite  to  eligibility 
for  payment  of  benefits.  However,  insur- 
ance companies  should  be  encouraged  to 
develop  alternatives  that  permit  insured 


persons  with  equal  need  for  long-term 
care  to  have  equal  access  to  insurance 
benefits,  regardless  of  prior  hospitaliza- 
tion or  nursing  home  stays. 

TAX  INCENTIVES  AND 
EMPLOYMENT  ISSUES 

31.  The  U.S.  Department  of  the  Treasury 
should  formalize  its  position  regarding 
the  tax  treatment  of  the  long-term  care 
insurance  reserves  held  by  insurers  and 
the  investment  earnings  credited  to  them. 
Such  reserves  should  be  treated  in  the 
same  manner  as  similar  reserves  support- 
ing traditional  life  insurance  products, 
that  is,  additions  to  the  reserves  and  earn- 
ings on  them  should  be  tax-deductible  to 
the  extent  that  reserves  are  required  to 
support  benefits  under  the  contracts. 

32.  Premiums  paid,  including  amounts  paid 
by  employers  on  behalf  of  employees, 
and  benefits  received  under  long-term 
care  insurance  policies  and  plans  should 
be  treated  in  at  least  the  same  manner 
as  medical  care  benefits  for  tax  purposes. 
The  idea  of  treating  premiums  paid  by  in- 
dividuals as  partially  tax-deductible,  apart 
from  the  exemption  for  general  medical 
expenses,  should  be  considered. 

33.  Federal  tax  laws  should  be  clarified  or  mod- 
ified to  remove  impediments  to  employ- 
er sponsorship  and  to  funding  long-term 
care  coverage  as  an  employee  benefit: 

a.  Long-term  care  insurance  should  be  a 
permissible  benefit  under  Internal  Rev- 
enue Code  Section  125  cafeteria  plans. 

b.  Incentives  for  employers  to  pre-fund 
retiree  health  benefits,  including  long- 
term  care  benefits,  that  were  eliminat- 
ed in  the  Deficit  Recovery  Act  of  1984 
(DEFRA)  should  be  restored.  Specif- 
ically, deductible  employer  contribu- 
tions to  pre-fund  retiree  medical  bene- 
fits plans  should  be  allowed  to  take 
into  account  future  medical  inflation, 
and  the  earnings  on  funds  set  aside  for 
such  benefits  should  not  be  taxed  if 
retained  in  fund. 


c.  Employers  should  be  allowed  to  trans- 
fer assets  from  over-funded  pension 
plans  to  fund  retiree  welfare  benefit 
plans  without  penalty  or  taxation. 

34.  Individuals  should  be  allowed  to  make 
tax-free  transfers  from  vehicles  that  finance 
retirement  income  to  buy  long-term  care 
insurance.  Such  transfers  should  be  per- 
mitted both  before  and  after  retirement 
and  should  include  transfers  from: 

a.  Pension  funds. 

b.  Life  insurance  funds. 

c.  Individual  Retirement  Accounts  (IRAs). 

d.  Keogh  plans. 

e.  Annuities. 

f.  Stock  bonus  and  employee  stock  own- 
ership plans. 

35.  Retirees  should  be  allowed  to  transfer  a 
portion  of  their  post-retirement  income 
tax-free  to  purchase  long-term  care  insur- 
ance. 

36.  The  range  of  financing  options  should  be 
expanded  by  allowing  funding  of  long- 
term  care  as  a  contingent  benefit  under 
pension  plans  and  life  or  disability  insur- 
ance contracts. 


37.  States  are  encouraged  to  offer  tax-favored 
treatment  for  long-term  care  insurance  in 
the  same  manner  recommended  to  the 
Federal  government. 

DATA  NEEDS 

38.  Federal  and  State  government  agencies 
should  share  long-term  care  data  in  an  ex- 
peditious and  open  manner  with  each 
other,  with  the  insurance  industry,  and 
with  other  interested  parties. 

39.  The  Department  of  Health  and  Human 
Services  should  request  input  from  States, 
the  insurance  industry,  and  other  inter- 
ested parties  when  planning  new  long- 
term  care  surveys. 

40.  Insurance  companies,  trade  associations, 
the  Veterans  Administration,  States,  and 
the  Department  of  Health  and  Human 
Services  should  cooperate  with  the  Society 
of  Actuaries  in  its  efforts  to  collect  long- 
term  care  data. 

41.  The  Department  of  Health  and  Human 
Services  should  continue  to  sponsor  peri- 
odic long-term  care  data  conferences  to 
provide  information  on  recent  Depart- 
ment surveys. 


Chapter  II 

CONCLUSIONS 

FINANCING  LONG-TERM  CARE 
THROUGH  PRIVATE  INSURANCE 

With  the  older  population  growing  at  a 
much  faster  rate  than  the  population  as  a 
whole,  the  need  for  long-term  care  services 
to  older  people  as  well  as  the  disabled  is  like- 
ly to  grow  proportionally  faster  than  for  youn- 
ger age  groups.  Costs  of  services  related  to 
long-term  care  have  risen  rapidly  over  the 
past  two  decades  and  will  continue  to  in- 
crease as  the  population  ages.  Clearly,  then, 
the  question  is  how  shall  we,  as  a  society, 
finance  long-term  care  services. 

As  discussed  more  fully  in  Chapter  111,  in- 
dividuals pay  for  51.4  percent  of  institution- 
al long-term  care  directly  out-of-pocket,  and 
the  Medicaid  program  pays  for  41.8  percent. 
Services  outside  institutions  are  even  more 
heavily  financed  from  out-of-pocket  funds, 
although  most  home  and  community-based 
care  is  provided  by  family  and  friends  at  no 
cost  to  the  recipient.  The  Task  Force  believes 
that  private  long-term  care  insurance  can 
offer  individuals  financial  protection  by  sub- 
stituting insurance  benefits  for  significant 
amounts  of  direct  out-of-pocket  expendi- 
tures. It  may  also,  to  some  extent,  reduce 
Medicaid  expenditures  for  some  people  who 
would  otherwise  exhaust  their  assets  and  in- 
come paying  for  long-term  care  services  and 
then  become  dependent  on  Medicaid. 

Private  long-term  care  insurance  would  al- 
low many  individuals  expanded  options  and 
choices  without  impoverishing  themselves. 
Private  long-term  care  insurance  can  provide 
flexibility,  giving  people  choices  about  the 
policy  bought,  the  type  and  level  of  care 
received,  and  the  settings  where  care  is 
received.  Furthermore,  long-term  care  insur- 
ance can  be  integrated  into  a  financial  plan 
that  will  pay  for  long-term  care  through  in- 
surance, assets,  and  income  in  a  mix  that 
suits  the  needs  and  desires  of  the  individu- 
al, whether  the  goal  is  achieving  financial  in- 


dependence, preventing  spousal  impoverish- 
ment, leaving  an  inheritance,  or  something 
else. 

The  Task  Force  believes  that  long-term 
care  financing  will  continue  to  come  from  a 
mixture  of  sources  for  the  foreseeable  future. 
Some  Task  Force  members,  however,  favor  a 
greater  public  sector  role  in  financing  long- 
term  care,  including  a  social  insurance  ap- 
proach to  the  problem.  Some  members  of 
the  Task  Force  support  a  public/private  pro- 
gram structured  to  provide  universal  public 
coverage  after  a  fixed  level  of  private  cover- 
age. The  majority  of  the  Task  Force,  however, 
believed  that  greatly  increased  public  spend- 
ing for  long-term  care  services  is  unlikely,  es- 
pecially in  the  short-term,  and  that  privately 
sold  long-term  care  insurance  offers  the  best 
means  at  present  for  financing  long-term 
care. 

The  Task  Force  acknowledges  that  private 
long-term  care  insurance  cannot  provide  a  to- 
tal solution  for  financing  long-term  care  serv- 
ices for  everyone.  Indeed,  studies  suggest 
that  a  significant  number  of  people  are  not 
likely  to  be  able  to  afford  to  purchase  long- 
term  care  insurance,  including  some  who 
now  "spend  down"  to  qualify  for  Medicaid. 
Others  will  find  themselves  uninsurable  for 
health  or  age  reasons.  However,  reorganizing 
and  making  the  parts  of  the  mixed  financ- 
ing system  more  efficient  are  a  far  better  ap- 
proach than  waiting  until  the  body  politic  can 
settle  on  one  "right"  solution. 

Large  segments  of  society  can  and  should 
provide  for  their  own  future  needs.  Private  in- 
surance offers  these  individuals  a  reasona- 
ble alternative  to  spending  their  assets  and 
impoverishing  themselves  to  pay  for  long- 
term  care.  Public  programs  like  Medicaid 
should  continue  to  provide  for  those  in  need. 
Perhaps,  with  the  expansion  of  private  long- 
term  care  insurance  coverage,  public  pro- 
grams will  better  be  able  to  finance  care  for 
the  needy. 

Pooling  is  the  most  economical  and  effi- 
cient private  or  public  means  of  collectively 
funding  a  future  risk.  Americans  have  a  his- 
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tory  of  pooling  risks,  making  circumstances 
that  would  otherwise  be  financially  disas- 
trous to  an  individual  more  manageable  be- 
cause the  consequences  are  shared  by  a 
group.  Insurance  is  an  efficient  and  well  ac- 
cepted means  of  pooling  risks  like  the  poten- 
tial need  for  long-term  care.  The  Task  Force, 
therefore,  focused  on  developing  recommen- 
dations it  believes  will  open  and  maintain 
markets  for  quality  private  long-term  care  in- 
surance. 

The  high  cost  of  long-term  care  and  the 
demographics  of  an  aging  population  make 
"pay-as-you-go"  financing  far  less  desirable 
than  funding  the  cost  of  these  services  in  ad- 
vance. There  are  several  ways  to  accomplish 
this  pre-funding.  For  example,  if  a  small  por- 
tion of  each  worker's  total  compensation 
were  devoted  to  investment  in  future  long- 
term  care  benefits  throughout  that  worker's 
lifetime,  sufficient  funds  would  be  available 
to  fund  long-term  care  needs.1  Again,  by 
spreading  the  risk,  pooling  through  private 
insurance  would  reduce  the  amount  of  pre- 
funding  needed  from  any  one  person. 

The  viability  of  long-term  care  insurance 
relates  directly  to  1)  whether  the  premium 
is  affordable,  and  2)  whether  the  product  is 
designed  to  meet  the  needs  and  desires  of 
consumers.  Computer  microsimulation 
modeling  done  for  the  Department  of  Health 
and  Human  Services  shows  that  by  the  year 
2018,  63  percent  of  those  over  age  65  could 
own  some  type  of  a  long-term  care  insurance 
policy  if  premium  costs  for  those  under  65 
did  not  exceed  1  percent  of  income  and 
premium  costs  for  those  over  65  did  not  ex- 
ceed 3  percent  of  income.2 

The  number  of  people  able  to  purchase  in- 
surance would  increase  if  the  purchase  were 
made  earlier  when  premium  costs  are  low- 
er. For  example,  the  cost  of  insurance  could 
be  reduced  by  taking  advantage  of  a  Task 
Force  proposal  to  use  a  part  of  vested  pen- 
sion funds  during  one's  working  years  to  pur- 
chase long-term  care  insurance.  Other 
methods  might  also  encourage  the  offering 
and  purchase  of  long-term  care  insurance  in 
the   workplace.    Beneficial   tax   treatment 


would  reduce  the  cost  of  insurance,  as  well, 
and  help  make  both  individual  and  group 
policies  more  affordable  at  all  ages. 

The  Task  Force  believes  that  the  422,000 
long-term  care  insurance  policies  already  in 
force  demonstrate  that  there  is  a  market  for 
long-term  care  insurance  and  that  the  mar- 
ket can  be  more  fully  developed.  The  in- 
crease in  the  number  of  individual  policies 
purchased  during  the  term  of  the  Task  Force 
and  the  development  of  group  long-term  care 
insurance  products  is  a  clear  sign  of  grow- 
ing interest.  Recent  public  discussion  on  the 
subject  of  long-term  care  coverage  has  un- 
doubtedly contributed  to  increased  demand 
and  led  to  the  development  of  group  policies, 
policies  with  home-care  options,  and  policies 
that  no  longer  use  hospitalization  as  a 
prerequisite  for  receiving  long-term  care 
benefits. 

The  fact  that  many  insurance  companies 
have  entered  or  are  planning  to  enter  the 
long-term  care  insurance  market  suggests  in- 
dustry consensus  on  a  potential  market.  The 
number  of  companies  showing  interest  in 
marketing  a  long-term  care  insurance 
product  has  grown  significantly,  from  fewer 
than  20  in  19843  to  more  than  70  in  1987.4 
The  Task  Force  also  noted  that  since  Medi- 
care began  in  1965,  a  period  of  only  22  years, 
insurance  companies  have  been  able  to  cover 
about  70%  of  older  people  with  Medigap  in- 
surance. With  the  increasing  affluence  of 
older  people,  it  seems  reasonable  to  expect 
rapid  growth  of  long-term  care  insurance  if 
market  barriers  discussed  in  this  report  can 
be  overcome. 

Private  financing  of  long-term  care 
through  insurance  will  demonstrate  its 
potential  as  marketing  increases  and  people 
become  as  aware  of  their  need  for  long-term 
care  as  of  other  retirement  needs.  Offering 
long-term  care  insurance  through  the  work- 
place is  critical  to  the  successful  develop- 
ment of  this  market.  This  approach  will 
promote  market  growth  and  reduce  the  age 
of  purchase.  Ultimately,  the  success  of  this 
insurance  will  depend  on  the  quality  of 
products  offered  and  the  ability  of  insurers 
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to  experiment  and  serve  market  demands. 
Achieving  a  fully  developed  market  de- 
pends on  how  many  of  the  issues  discussed 
in  this  report  are  addressed.  Activity  in  the 
market  will  occur  more  rapidly  and  fully  if: 

1.  State  Insurance  Commissioners  continue 
to  support  reasonable  experimentation  in 
this  product  line. 

2.  Insurers  accept  the  need  for  regulatory  re- 
quirements related  to  product  perfor- 
mance and  continuation  of  coverage. 

3.  The  Congress  adopts  the  modest  tax 
changes  proposed. 

4.  The  U.S.  Department  of  Treasury  formal- 
izes its  position  on  the  tax  status  of  long- 
term  care  insurance  reserves. 

5.  The  Department  of  Health  and  Human 
Services  and  other  organizations  conduct 
public  information  campaigns. 

6.  Employers  recognize  a  variety  of  ways  to 
help  employees  meet  long-term  care 
needs. 

ISSUES  MERITING 
FURTHER  ATTENTION 

Many  other  mechanisms  for  financing 
long-term  care  insurance  could  supplement 
or  provide  alternatives  to  the  development 
of  the  long-term  care  insurance  market.  The 
Task  Force  was  unable  to  review  all  possibil- 
ities in  the  detail  necessary  to  make  informed 
recommendations.  Those  discussed  in  this 
section  need  further  study  to  determine  their 
relative  value,  impact,  and  potential  for 
financing  long-term  care.  Some  of  these  al- 
ternatives were  studied  in  greater  detail  by 
the  Department  of  Health  and  Human  Serv- 
ices in  the  long-term  care  portion  of  the 
Catastrophic  Illness  Study. 

Public-Private  Program 

The  Task  Force  reviewed  proposals  for  a 
structured  public/private  "stop-loss"  pro- 
gram. Such  programs  could  integrate  pub- 
lic and  private  financing  of  long-term  care 
services  in  a  variety  of  ways,  but  they  should 
do  the  following:  pool  risk;  ensure  appropri- 
ate types  of  care;  provide  incentives  for  ap- 


propriate placement;  and  use  socially 
optimal  financing.  Gnder  these  arrange- 
ments, individuals  or  the  private  sector 
generally  would  be  responsible  for  the  cost 
of  the  first  2  or  3  years  of  long-term  care,  and 
then  a  publicly  funded  program  would  as- 
sume responsibility  for  financing  these  serv- 
ices. Proponents  contend  that  such  a 
program  could: 

•  Reduce  premiums  of  private  long-term 
care  insurance  by  shortening  the  period  of 
financial  risk. 

•  Improve  consumer  demand  by  creating 
certainty  that  benefits  of  the  combined 
program  would  not  end  while  the  need  for 
care  continued. 

•  Increase  public  awareness  of  long-term 
care  needs  and  encourage  purchase  of 
long-term  care  insurance  to  fill  the  gap  in 
the  public  program. 

•  Reduce  Medicaid  costs  by  preventing 
many  people  from  transferring  or  "spend- 
ing down"  their  assets  on  long-term  care 
and  then  becoming  eligible  for  Medicaid. 

•  Have  a  neutral  influence  on  the  Federal 
budget,  by  reducing  Medicaid  expendi- 
tures, or  add  relatively  little  new  public  ex- 
penditures. 

Opponents  of  this  structured  public/private 
approach  counter  that: 

•  Insurance  companies  will  not  be  interest- 
ed in  developing  products  for  the  small 
market  left  available  to  the  private  sector, 
particularly  given  the  probable  public 
pressure  to  fill  more  and  more  of  that  por- 
tion with  public  coverage. 

•  The  program  could  be  highly  inequitable. 
Scarce  public  resources  for  the  poor  could 
end  up  subsidizing  lengthy  nursing  home 
stays  and  other  services  for  wealthy  per- 
sons, since  public  monies  would  pay  for 
all  care  beyond  an  initial  period,  regard- 
less of  income. 

•  There  are  better  ways  for  insurers  to  limit 
their  risk,  through  policy  design  and  an 
active    private    re-insurance    market. 
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•  Public  awareness  campaigns  are  a  less  costly 
means  of  developing  market  demand. 

•  The  Medicaid  "spend  down"  population 
may  not  have  sufficient  discretionary  in- 
come to  purchase  long-term  care  insur- 
ance. 

•  Budget  neutrality  or  low  public  cost  can 
only  be  achieved  if  current  Medicaid  users 
reduce  Medicaid  long-term  care  utilization 
enough  to  offset  the  costs  of  new  public 
program  eligibility  for  upper-income 
groups. 

The  Task  Force  was  concerned  about  lack 
of  actual  data  to  substantiate  either  position. 
While  expenditures  of  such  a  program  would 
certainly  be  substantial,  theTask  Force  noted 
savings  would  depend  on  generating  correct 
assumptions  about  the  characteristics  of  those 
who  "spend  down"  to  Medicaid  elig- 
ibility and  the  likelihood  that  they  would  pur- 
chase certain  amounts  of  long-term  care  insur- 
ance. Even  if  the  "spend  down"  population  did 
have  sufficient  discretionary  income  to  pur- 
chase long-term  care  insurance,  the  program 
might  produce  an  income  transfer  from  low- 
er income  to  higher  income  persons.  Some 
econometric  models  suggest  that  increasing 
sales  of  long-term  care  insurance  to  younger 
age  groups  might  achieve  the  same  savings  in 
the  Medicaid  program  without  creation  of  a  new 
public  program.5  Finally,  the  reductions  in 
premiums  for  long-term  care  insurance  resul- 
ting from  this  proposal  appear  modest. 

The  Task  Force  concluded  that  a  recommen- 
dation on  this  subject  would  require  more  ex- 
tensive data  than  now  exist  on  the  character- 
istics of  the  Medicaid  "spend  down"  population. 
Specifically,  data  need  to  be  developed  and  col- 
lected on  the  following  issues: 

•  Methods  of  implementing  "stop-loss"  pro- 
grams through  government  reinsurance  ar- 
rangements with  private  insurers  and  in- 
dividuals. 

•  Savings  in  private  insurance  premium  costs 
generated  by  a  public/private  program. 

•  Feasibility  of  subsidizing  the  purchase  of  pri- 
vate  long-term   care   insurance   by  Medi- 


caid or  other  public  indigency  programs. 

The  Task  Force  is  pleased  that  the  Depart- 
ment of  Health  and  Human  Services  has  re- 
quested applications  for  projects  to  research 
and  analyze  long-term  care  costs,  including 
catastrophic  long-term  care  costs,  and  the 
Medicaid  "spend  down"  process.6 

Medicaid  Initiatives  in  Support  of 
Long-Term  Care  Insurance 

The  State  of  Indiana  passed  legislation  in 
1987  to  make  a  person  eligible  for  Medicaid 
coverage  of  long-term  care  without  meeting 
other  resource  and  eligibility  standards  if  the 
individual  is:  1)  enrolled  in  Medicare  Parts  A  and 
B;  2)  the  beneficiary  of  a  Medicare  supple- 
ment policy  or  enrolled  in  a  pre-paid  health  care 
delivery  plan;  and  3)  the  beneficiary  of  a  long- 
term  care  insurance  policy  or  pre-paid  plan  with 
long-term  care  benefits.  This  legislation  requires 
appropriate  Federal  waivers  to  take  effect.  The 
Task  Force  felt  that  this  program  might  en- 
courage the  development  of  the  long-term  care 
insurance  market,  could  provide  valuable  data, 
and  should  be  given  further  study. 

Social  Health  Maintenance  Organizations 
(S/HMOs) 

The  social/health  maintenance  organization 
(S/HMO)  is  a  new  concept  in  which  a  single 
provider  organization,  like  an  HMO,  assumes 
responsibility  for  providing  a  full  range  of  health 
and  personal  care  services  under  a  fixed, 
pre-paid  premium.  Although  there  are  only 
four  S/HMOs  currently  being  tested,  the  Task 
Force  believes  that  the  case  management  ap- 
proach they  embody  has  the  potential  to  coor- 
dinate and  manage  the  use  of  acute  and  long- 
term  care  services  cost  effectively.  The  Task 
Force  strongly  supports  the  concept  of  man- 
aged care.  While  a  S/HMO  offers  more  than 
management  of  long-term  care,  certainly  much 
can  be  learned  about  this  approach  from  the 
S/HMO.  The  Department  of  Health  and  Human 
Services  has  recently  extended  a  demonstra- 
tion program  involving  four  S/HMOs  which 
should  provide  significant  data  for  the  private 
sector  to  review. 
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Home  Equity  Conversion 

Older  home  owners  could  be  helped  by 
financing  that  allows  them  to  draw  upon  the 
equity  in  their  home  without  having  to  move 
elsewhere.  Home  equity  conversion  is  a  way 
to  secure  a  loan  and  defer  repayment.  More 
study  and  research  needs  to  be  undertaken  to 
determine  the  circumstances  under  which 
home  equity  conversion  would  be  a  useful 
method  of  financing  long-term  care  services. 
The  Congress  and  some  State  legislatures  are 
currently  considering  legislation  that  would  es- 
tablish a  demonstration  program  in  home  eq- 
uity conversion. 

ORGANIZATION  OF 
TASK  FORCE  REPORT 

The  balance  of  the  Task  Force  report  is  or- 
ganized into  five  parts.  Chapter  III  describes 
the  demographic  and  economic  aspects  of 
long-term  care.  Chapter  IV  discusses  the  need 
for  greater  public  awareness  and  makes 
recommendations  for  education  to  improve 
knowledge  about  long-term  care  financing 
and  insurance.  Chapter  V  reviews  various  con- 
sumer protection  issues,  describes  the  NAIC 
Model  Act,  and  recommends  more  stringent 
tests  for  cancelling  individual  long-term  care 
insurance.  Chapter  VI  analyzes  tax  treatment 
of  long-term  care  and  explores  the  develop- 
ment of  employment-based  group  insurance. 
Chapter  VII  examines  barriers  to  market  de- 
velopment and  suggests  several  approaches 
to  overcoming  these  barriers.  The  appendices 
include  materials  prepared  by  or  at  the  request 
of  the  Task  Force  and  selected  materials 
directly  related  to  this  report. 
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Chapter  III 

THE  LONG-TERM  CARE 
INSURANCE  DILEMMA 

Medicare  is  an  acute  care  program .  .  . 

The  Medicare  nursing  home  benefit  is  ex- 
tremely limited  in  scope.  Rather  than  long- 
term  care,  it  offers  post-acute  care.  It  provides 
100  days  of  skilled  nursing  facility  (SMF)  care 
in  a  benefit  period,  generally  within  30  days 
of  a  hospitalization  of  at  least  3  consecutive 
days.  To  be  eligible  for  the  SNF  benefit,  a  pa- 
tient must  need  and  receive  skilled  nursing 
or  skilled  rehabilitation  services  on  a  daily 
basis  and  the  Medicare  Intermediary  or  fa- 
cility's Utilization  Review  Committee  must 
not  disapprove  the  stay.1  The  SNF  benefit 
was  never  intended  to  be  a  long-term  care 
benefit,  yet  many  Medicare  beneficiaries  mis- 
takenly assume  they  are  protected  by  this 
coverage. 

Long-term  care  means  much  more  than 
skilled  nursing  home  care.  On  January  22, 
1987,  for  purposes  of  discussion,  the  Task 
Force  on  Long-Term  Health  Care  Policies 
adopted  the  following  working  definition 
which  describes  the  nature  of  the  service: 
"Long-term  care"  describes  a  wide  range 
of  medical  and  support  services  for  peo- 
ple who,  due  to  physical  or  mental  dis- 
orders causing  functional  limitation  or 
disability,  need  assistance  for  an  exten- 
ded period  of  time  to  maintain  or  pro- 
mote functional  well-being.  Long-term 
care  services  range  from  informal  in- 
home  services  to  institutional  skilled 
nursing  services. 
Currently,  only  about  2  percent  of  older 
persons,  and  practically  no  one  under  the  age 
of  55,  have  true  private  long-term  care  insur- 
ance. Others,  unprepared  to  pay  for  long- 
term  care  services,  risk  facing  a  major  human 
loss — namely,  impoverishment — that  will  af- 
fect themselves,  their  spouses,  and  their  chil- 
dren. The  problem  is  complicated  by  the  fact 
that  most  people  do  not  realize  that  they  are 
unprotected  against  these  potentially  catas- 


trophic costs.  Mistakenly,  they  often  believe 
that  their  need  for  long-term  care  will  be  co- 
vered by  Medicare,  Medigap  policies,  or  tradi- 
tional health  care  insurance. 

DEMOGRAPHICS  OF 
LONG-TERM  CARE 

Many  older  persons  do  not  acknowledge 
their  possible  future  need  for  long-term  care 
services.  In  an  American  Association  of  Re- 
tired Persons  survey  conducted  by  Towers, 
Perrin,  Forster,  and  Crosby,  only  25  percent 
of  the  respondents  believed  that  it  was  "very 
likely"  or  "somewhat  likely"  that  they  would 
ever  have  to  stay  in  a  nursing  home  for  more 
than  1  month.2 

Nursing  home  care  constituted  the  largest 
single  category  of  out-of-pocket  health  care 
payments  by  persons  age  65  and  over,  ac- 
counting for  about  42  percent  of  these  ex- 
penditures in  1984.  In  contrast,  hospital  care 
accounted  for  only  5.6  percent  of  total  out- 
of-pocket  payments.3  For  those  aged  65  and 
over,  81  percent  of  out-of-pocket  health  care 
expenditures  over  $2,000  are  for  long-term 
care,  as  shown  in  Figure  1. 

ELDERLY  OUT-OF-POCKET  EXPENSES 
OVER  $2,000/YEAR 


■  1.2%  Drugs 
m  1.7%  Dental 
§§    6%  Physician  Service 


Q    10%  Hospital 

D    81%  Nursing  Home 


J.  Gabel  and  T.  Rice.  "Protecting  the  Elderly  Against  High 
Health  Care  Costs."  Health  Affairs.  5  (Fall  1986).  p.  12. 
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The  likelihood  of  people  aged  65  to  69  en- 
tering a  nursing  home  at  least  once  during 
the  next  5  years  is  about  5  percent,  but  the 
same  age  group  has  about  a  43  percent  risk 
of  entering  a  nursing  home  during  their  re- 
maining lifetime.  Similarly,  persons  in  the  75 
to  79  age  category  face  about  a  16  percent 
risk  of  being  admitted  to  a  nursing  home 
during  the  next  5-year  interval,  yet  they  ex- 
perience a  48  percent  lifetime  risk  of  enter- 
ing a  nursing  home.  The  probability  of 
entering  a  nursing  home  increases  with  age, 
although  at  a  decreasing  rate,  at  least  until 
around  age  80.  At  about  85,  the  risk  begins 
to  decline  significantly.4  This  is  illustrated  in 
Figure  2.  At  an  average  of  $22,000  a  year, 
nursing  home  care  for  extended  periods  very 
quickly  brings  financial  ruin  to  people  on 
limited,  fixed  incomes. 

LIFETIME  NURSING  HOME  RISK 
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Marc  A.  Cohen,  Eileen  J.  Tell,  Stanley  S.  Wallace,  "The  Lifetime 
Risks  and  Costs  of  Nursing  Home  Use  Among  the  Elderly," 
Medical  Care,  24  (December  1986),  1165,  1167 

Demographic  projections  suggest  great  in- 
creases in  use  of  long-term  care.  Between 
1985  and  2000,  age  groups  are  expected  to 
increase  by  very  different  proportions:  those 
under  65  by  10.8  percent,  those  65  and  older 
by  22.4  percent,  and  those  85  and  older  by 
90.4  percent.  Between  now  and  2040,  the 
current  total  of  6.6  million  people  estimat- 
ed to  need  long-term  care  will  probably  grow 


almost  three-fold,  to  19  million.5 

The  service  needs  of  the  "oldest  old,"  those 
85  and  older,  considerably  exceed  those  of 
people  65-74.6  Thus,  the  more  rapid  growth 
in  the  over-85  age  cohort  has  serious  impli- 
cations for  cost  and  use  of  long-term  care. 
Those  needing  these  services  also  include 
people  under  65  who  are  disabled,  chroni- 
cally ill,  and/or  in  need  of  rehabilitation  serv- 
ices. These  people  have  often  been  victims 
of  birth  defects,  rare  diseases,  trauma,  or 
other  catastrophes.  Projections  for  the  year 
2000  suggest  40  percent  of  functionally  de- 
pendent Americans  will  be  under  65  years 
of  age  as  shown  in  Figure  3.7 

FUNCTIONALLY  DEPENDENT  AMERICANS 
BY  AGE  GROUPS 

PROJECTED  FOR  2000 


R3    Under  65  Yrs.  of  Age 
H    65  Yrs  of  Age  and  Over 

Linda  H.  Aiken,  "The  Aging  of  America:  Implications  for  State 
Policy,"  Building  Affordable  Long  Term  Care  Alternatives: 
Integrating  State  Policy,  National  Governors'  Association,  Center 
for  Policy  Research  and  Analysis,  Washington,  D.C,  April  1987, 
p.11. 


It  must  be  emphasized  that  long-term  care 
is  provided  in  various  settings,  institutional 
and  non-institutional.  Only  29  percent  of  the 
disabled  older  population  lives  in  an  institu- 
tion. People  in  institutions  are  generally 
more  disabled  than  the  majority  of  depen- 
dent older  people  who  live  in  the  community. 
Nevertheless,  for  every  person  65  and  over 
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living  in  a  nursing  home,  two  people  live  in 
the  community  who  require  similar  levels  of 
care.8 

Funding  for  nursing  home  services  cur- 
rently comes  primarily  from  two  sources,  pri- 
vate out-of-pocket  expenditures  and 
Medicaid  payments;  Medicare  and  private 
long-term  care  insurance  pay  less  than  4  per- 
cent of  the  total.  The  major  public  policy  is- 
sue concerns  what  society  should  do  today 
to  meet  present  and  future  needs  for  long- 
term  care.  The  issue  to  be  addressed  is  not 
if,  but  how  we  as  a  society  will  pay  for  these 
services. 

IMPACT  ON  PUBLIC  AND 
PERSONAL  EXPENDITURES 

Long-term  care  expenditures  have  escala- 
ted rapidly  since  the  Medicare  and  Medicaid 
programs  began.  Responsibility  for  provid- 
ing public  support  for  long-term  care  has 
fallen  on  the  Medicaid  program.  The 
Medicaid  program  accounted  for  $14.7  bil- 
lion of  the  $16.5  billion  spent  in  1985  on 
nursing  home  care  from  public  sources, 
representing  41.8  percent  of  total  nursing 
home  expenditures.9  Whether  Medicaid  can 
and  should  finance  rapidly  expanding  de- 
mand for  long-term  care  is  questionable. 

Expenditures  for  non-institutional  services 
like  home  care  have  also  increased  rapidly. 
Though  small  relative  to  expenditures  for 
nursing  home  care,10  the  cost  of  home 
health  products  and  services  reached  about 
$9  billion  in  1985.  It  is  estimated  that  peo- 
ple 65  years  old  or  over  received  85-90  per- 
cent of  the  home  health  care  furnished.11 

Medicaid  expenditure  levels  give  a  decep- 
tively low  impression  of  the  number  of  nurs- 
ing home  residents  whose  care  is  at  least 
partially  financed  by  Medicaid,  since  income 
that  Medicaid  recipients  must  contribute  to 
the  cost  of  their  care  is  counted  as  private, 
out-of-pocket  expenditures.12  Therefore, 
considerably  more  than  41.8  percent  of  nurs- 
ing home  patients  receive  at  least  some 
Medicaid  assistance. 


Approximately  half  the  elderly  residents 
who  enter  nursing  homes  as  private  pay  pa- 
tients are  estimated  to  exhaust  or  "spend 
down"  their  income  and  resources,  as  they 
pay  the  cost  of  nursing  home  care,  until  they 
qualify  for  Medicaid.13  Many  of  these  people 
might  not  have  needed  Medicaid  if  private 
insurance  for  long-term  care  were  readily 
available  and  affordable.  Thus,  Medicaid,  a 
program  established  for  the  poor,  has  be- 
come a  primary  payer  of  nursing  home  care 
for  middle  class  people  after  they  "spend 
down"  their  assets  and  income  to  meet  the 
catastrophic  costs  for  nursing  home  care. 
Were  it  not  for  the  devastating  long-term  care 
costs  incurred,  these  people  would  probably 
not  be  impoverished  and  would  remain  mid- 
dle class. 

HOW  LONG-TERM  CARE 
COULD  BE  FINANCED 

Only  the  rare  middle  class  individual  can 
bear  the  full  burden  of  long-term  care  costs 
from  personal  assets  and  income.  Several  op- 
tions for  financing  long-term  care  needs 
would  protect  a  much  larger  group  of  peo- 
ple. Some  Task  Force  members  supported 
greater  financial  involvement  by  the  Feder- 
al government  through  a  social  insurance  ap- 
proach, but  the  majority  viewed  private 
long-term  care  insurance  as  a  more  viable 
means  of  addressing  the  financing  problem. 

Private  long-term  care  insurance  can  pro- 
vide middle  and  upper  income  people  an  op- 
portunity to  buy  affordable  protection, 
thereby  retaining  independence,  protecting 
assets  and  income,  and  avoiding  impoverish- 
ment and  dependency.  Private  long-term 
care  insurance  can  reduce  individual  risk  by 
building  a  pool  of  funds  to  finance  long-term 
care.  The  principle  is  to  earmark  dollars  from 
current  income  to  be  used  later,  generally, 
though  not  always,  after  retirement.  Pooling 
the  risk  means  that  many  people  pay  premi- 
ums, but  only  a  few  need  benefits.  This 
reduces  the  likelihood  of  high  out-of-pocket 
costs  for  long-term  care  services  without  re- 
quiring excessive  savings. 
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As  insurance  companies  continue  to  de- 
velop effective  private  long-term  care  policies 
at  reasonable  cost  and  publish  that  informa- 
tion, they  are  likely  to  interest  more  people 
in  these  products.  More  active  marketing  of 
long-term  care  insurance  policies  could  in- 
crease awareness  of  the  costs  for  long-term 
care  and  the  need  to  make  financial  plans  for 
these  services.  Increased  public  awareness 
may  reach  younger  people  as  well  and  moti- 
vate them  to  buy  insurance  at  reduced 
premiums. 

DEFINITION  OF  LONG-TERM 
CARE  INSURANCE 

The  Task  Force  adopted  the  definition  of 
long-term  care  insurance  found  in  the  Na- 
tional Association  of  Insurance  Commission- 
ers' Long-Term  Care  Insurance  Model  Act. 
This  definition  of  the  nature  of  the  insurance 
policy  has  undergone  legal  analysis  to  ensure 
its  appropriateness  for  use  in  law  and  regu- 
lation. Although  members  considered  many 
definitions,  the  Task  Force  identified  confu- 
sion as  one  of  the  greatest  problems  in  mar- 
keting and  regulating  long-term  care 
insurance.  To  promote  order  and  consisten- 
cy, the  Task  Force  recommends  universal  ac- 
ceptance of  a  single  definition  of  long-term 
care  insurance: 

"Long-term  care  insurance"  means  any 
insurance  policy  or  rider  advertised,  mar- 
keted, offered  or  designed  to  provide  cov- 
erage for  not  less  than  12  consecutive 
months  for  each  covered  person  on  an 
expense  incurred,  indemnity,  pre-paid  or 
necessary  diagnostic,  preventive,  thera- 
peutic, rehabilitative,  maintenance,  or  per- 
sonal care  services,  provided  in  a  setting 
other  than  an  acute  care  unit  of  a  hospi- 
tal. Such  term  includes  group  and  in- 
dividual policies  or  riders  whether  issued 
by  insurers,  fraternal  benefit  societies, 
non-profit  health,  hospital,  and  medical 
service  corporations,  pre-paid  health 
plans,  health  maintenance  organizations 
or  any  similar  organization.  Long-term 
care  insurance  shall  not  include  any  insur- 


ance policy  which  is  offered  primarily  to  pro- 
vide basic  Medicare  supplement  coverage, 
basic  hospital  expense  coverage,  basic  medical- 
surgical  expense  coverage,  hospital  confine- 
ment indemnity  coverage,  major  medical  ex- 
pense coverage,  disability  income  protection 
coverage,  accident-only  coverage,  specified  dis- 
ease or  specified  accident  coverage,  or  limited 
benefit  health  coverage. 

To  clarify  points  of  uncertainty  and  accom- 
modate the  definition  to  the  framework  of 
State  laws,  the  Task  Force  adds  the  following 
explanatory  comments: 

•  Coverage  includes  not  only  institutional,  but 
also  in-home  and  community-based  services 

•  Long-term  care  insurance  does  not  dupli- 
icate  Medicare  coverage  for  the  eligible  popu- 
lation. 

•  Long-term  care  insurance  may  include  cov- 
erage for  personal  care  services  to  maintain 
activities  of  daily  living; 

•  The  definition  is  intended  to  include  most 
arrangements  for  providing  long-term  care 
coverage,  but  the  development  of  new  poli- 
cies is  dynamic,  and  the  future  may  bring 
arrangements  not  yet  conceived. 

•  In  addition  to  products  covered  by  this  defi- 
nition, the  Task  Force  encourages  other 
forms  of  risk  pooling  to  provide  coverage 
of  long-term  care.  These  other  arrangements 
might  include  self-funded  benefit  plans 
offered  by  employers  or  other  groups  and 
new  arrangements  or  options  within  pen- 
sion plans. 

TASK  FORCE  APPROACH 

The  Task  Force  met  first  on  September  25 
and  26,  1986,  and  conducted  six  subsequent 
public  meetings  to  review  alternatives  and  de- 
velop recommendations  for  its  report  to  the 
Secretary  and  the  Congress. 

All  meetings  were  open  to  the  public,  and 
each  provided  time  for  public  comment.  A  re- 
quest for  public  comment  on  Task  Force  ob- 
jectives appeared  in  the  Federal  Register  on 
November  5,  1986,  and  34  interested  parties 
responded  (Appendix  G).  Over  300  individu- 
als and  organizations  requested  and  were  sent 


20 


all  materials  prepared  by  staff  for  the  Task 
Force.  In  addition,  staff  initiated  meetings  with 
many  organizations  and  individuals  interest- 
ed in  long-term  care  insurance.  The  Depart- 
ment of  Health  and  Human  Services  and  other 
agencies  provided  extensive  assistance,  which 
the  Task  Force  greatly  appreciates. 

The  Task  Force  organized  its  discussions  ac- 
cording to  a  "Matrix  of  Barriers  and  Incentives" 
for  long-term  care  insurance  that  provided  a 
framework  for  examining  potential  impedi- 
ments to  long-term  care  insurance  and  evalu- 
ating incentives  to  overcoming  these  barriers. 
The  barriers  to  long-term  care  insurance  in- 
cluded: lack  of  demand;  lack  of  understand- 
ing; availability  of  Medicaid;  vested  interests 
in  Medicare  and  Medigap  insurance;  levels  of 
care;  management  of  care;  loss/benefit  ratio; 
definitions  of  service;  induced  demand  or 
moral  hazard;  adverse  selection;  data  limita- 
tions; regulatory  limitations;  cost  of  insurance; 
employer  reluctance;  and  portability. 

The  "incentives"  segment  of  the  matrix  in- 
cluded: providing  public  education;  developing 
a  data  base;  supporting  research;  funding  Medi- 
care demonstrations;  offering  Federal  and  State 
tax  incentives;  encouraging  employer  partici- 
pation; adopting  a  case  management  ap- 
proach; developing  consumer  protection 
regulations;  creating  marketing  incentives;  tar- 
geting markets;  increasing  insurer's  return;  and 
developing  a  new  market  value  measurement. 
At  each  meeting,  Task  Force  members  re- 
viewed pertinent  background  materials  and 
policy  option  papers.  Experts  made  presen- 
tations and  discussed  concerns  with  Task  Force 
members.  Materials  reviewed  included  a  num- 
ber of  recent  studies  by  Federal  groups,  State 
task  forces,  insurance  industry  groups,  and 
research  organizations.  The  Task  Force  relied 
heavily  on  the  following  two  documents  for 
their  comprehensive  development  of  back- 
ground on  the  issues  and  their  presentation 
of  relevant  data.  The  Task  Force  recommends 
them  highly  to  the  serious  student  of  long- 
term  care  insurance: 

•  Report  to  the  Secretary  on  Private 
Financing  of  Long-Term  Care  for  the 
Elderly14  by  the  Technical  Work  Group  on 
Private  Financing  of  Long-Term  Care  for 


the  Elderly.  This  1986  report  addresses 
one  segment  of  the  crisis  in  long-term 
care,   the   needs   of  the   elderly,   which 
represent  part  of  the  overall  problem  of 
catastrophic  health  care  needs.  It  reviews 
long-term  care  extensively,  analyzes  pri- 
vate mechanisms  for  financing  long-term 
care  of  the  elderly  in  depth,  and  details  the 
relationship  of  Medicaid  to  private  financ- 
ing of  long-term  care. 
•   Long-Term  Care  Insurance:  An  Industry 
Perspective  on  Market  Development  and 
Consumer  Protection,  the  1986  study  sub- 
mitted to  the  NAIC  Task  Force  on  Medicare 
Supplement,  Long-Term  and  Other  Limited 
Benefit  Plans.15  This  discussion  examines 
financing  long-term  care  through  current 
programs,  market  development,  modifica- 
tions of  existing  products  and  programs  to 
finance  long-term  care,  and  development  of 
public  policy  for  long-term  care  insurance. 
The  Task  Force  advocates  fostering  develop- 
ment, experimentation,  and  growth  in  long- 
term  care  insurance.   Given  its  embryonic 
stage  of  development,  many  members  recom- 
mend allowing  latitude  to  this  form  of  insur- 
ance. Over  time,  they  believe,  market  forces 
will  dictate  changes  in  current  policies  and 
current  approaches  to  financing  long-term 
care.  Meanwhile,  they  encourage  regulators 
and  insurers  to  exercise  flexibility  and  pro- 
mote development  of  the  long-term  insurance 
market  to  its  fullest  potential. 

The  Task  Force  recognizes  that  possible 
solutions  must  be  considered  with  reference 
to  both  present  and  future  beneficiaries.  In 
effect,  society  must  respond  to  the  needs  of 
those  who  currently  constitute  the  older  seg- 
ment of  our  population,  those  over  age  65, 
and  those  presently  under  65  who  will  ulti- 
mately make  up  the  greater  portion  of  the 
long-term  care  population.  After  reviewing  the 
various  recommendations  and  proposed 
solutions  of  groups  studying  the  private 
financing  of  long-term  care,  the  Task  Force 
concludes  that  a  single  solution  to  financing 
long-term  care  is  unlikely.  A  number  of  ap- 
proaches will  be  needed  to  address  the 
problem  fully. 
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Throughout  its  investigations,  the  Task 
Force  reviewed  and  examined  the  use  of 
managed  care  to  deliver  long-term  health  care 
services.  Managed  care  is  the  coordination  of 
needed  services  for  a  patient  by  a  single 
provider.  It  appears  that  managed  care  may 
be  the  key  to  providing  long-term  care  insur- 
ance using  reimbursement  based  on  costs  in- 
curred rather  than  an  indemnity  benefit  which 
pays  fixed  amounts. 

Health  Maintenance  Organizations  (HMOs) 
are  well  poised  to  lead  in  this  area.  Although 
Social  HMOs  (S/HMOs)  are  still  limited  in  con- 
cept and  application,  they  provide  an  early  ex- 
ample, offering  both  catastrophic  and 
long-term  care,  including  home  health 
benefits.  The  Task  Force,  like  the  NAIC,  recom- 
mends encouraging  HMOs  to  become  active, 
as  both  providers  and  underwriters  of  long- 
term  care  packages. 

Portability,  which  enables  people  to  take  the 
benefits  with  them  if  they  leave  the  HMO,  is 
a  problem  that  must  be  addressed  and  solved 
by  any  HMO  considering  offering  long-term 
care  benefits.  Several  approaches  can  be  con- 
sidered, including  joint  ventures  with  national 
insurance  companies  (such  as  Group  Health 
Cooperative  of  Puget  Sound  and  the 
Metropolitan  Life  Company)  or  development 
of  a  preferred  set  of  benefits  for  use  inside  the 
HMO  system  of  care  and  a  reduced  slate  of 
benefits  for  out  of  system  use. 
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Chapter  IV 

LONG-TERM  CARE  NEEDS: 
CREATING  AN  AWARENESS 

What  most  people  aren't  covered  for — 
either  by  Medicare  or  most  supplementary 
policies — is  long-term  care  in  nursing  homes 
that  serve  people  who  will  usually  be  there 
for  the  rest  of  their  days.  Medicaid  covers  this 
but  only  after  people's  savings  have  been  ex- 
hausted.1 

LACK  OF  AWARENESS 

As  of  April  1987,  over  422,000  long-term 
care  insurance  policies  were  in  force.2  This 
figure  is  quite  impressive  since  it  is  approxi- 
mately twice  the  number  most  experts  be- 
lieved were  in  force  only  one  year  earlier.  On 
the  other  hand,  it  is  still  infinitesimally  small 
compared  to  the  potential  market.  In  1984, 
over  23  million  people  in  the  Gnited  States 
were  65  years  of  age  or  older,  and  an  addi- 
tional 22  million  were  between  55  and  64, 
the  ages  for  which  long-term  care  insurance 
would  appear  to  have  the  greatest  appeal.3 
Thus,  422,000  policies  are  only  a  very  small 
fraction  of  what  could  be  sold  to  a  potential 
market  of  51  million  customers.  The  results 
of  three  surveys  give  some  answers  as  to  why 
relatively  few  policies  have  been  sold  so  far. 

The  Beverly  Foundation  conducted  focus 
group  sessions.  4  It  found  failure  to  plan  for 
long-term  care  needs  resulted  from  neither 
underestimating  possible  needs  nor  overes- 
timating financial  resources.  Rather,  many 
participants  felt  incapable  of  planning  for  a 
"vast  and  unpredictable  eventuality."  Most  as- 
sociated the  need  for  long-term  care  with 
helplessness,  dependency,  and  loss  of  auton- 
omy. There  was  a  generally  negative  opinion 
of  nursing  homes  as  having  minimal  regard 
for  patients  as  individuals,  employing  poor- 
ly trained  staff,  and  providing  low  quality 
care.  Medicare  and  Medicaid,  private  insur- 
ance policies,  employee  plans,  and  HMOs 
were  mentioned  by  those  over  65  as  their  me- 
ans of  financing  potential  long-term  care 
needs.  The  consensus  was  that  comprehen- 


sive long-term  care  insurance  policies  would 
be  too  expensive  for  most  families. 

In  1986,  EQCJICOR  conducted  a  survey  of 
people  retired  from  and  currently  employed 
by  large  companies  on  a  number  of  health 
issues.  The  survey  found  that  very  few  retirees 
worried  a  great  deal  about  how  they  would 
pay  for  nursing  home  care.  Asked  how  they 
would  finance  nursing  home  care,  about  one- 
third  believed  that  they  would  pay  for  such 
costs  themselves.  Somewhat  fewer  believed 
that  employer-provided  insurance  would 
cover  these  costs.  About  14  percent  cited 
Medicare  as  a  source  of  payment.5 

The  American  Association  of  Retired  Per- 
sons (AARP)  authorized  a  survey  of  its  mem- 
bership in  1984  concerning  specific 
long-term  care  insurance  product  features. 
When  asked  how  they  would  finance  a  nurs- 
ing home  stay,  79  percent  of  those  who 
thought  they  might  need  nursing  home  care 
thought  Medicare  would  pay  for  their  care, 
53  percent  mentioned  earnings  and/or  sav- 
ings, 50  percent  indicated  private  insurance, 
and  17  percent  said  Medicaid.  Only  1  percent 
stated  that  they  did  not  know  how  they  would 
finance  long-term  care. 

Over  40  percent  of  the  respondents  were 
concerned  that  they  would  not  have  enough 
money  to  pay  for  a  nursing  home.  More  sig- 
nificant may  be  the  finding  that  most  respon- 
dents whose  incomes  exceeded  $29,000  or 
those  who  perceived  their  health  status  as  ex- 
cellent or  good  did  not  worry  about  this. 
Many  said  they  would  not  be  interested  in 
learning  more  about  long-term  care  insur- 
ance primarily  because  they  "won't  need  it," 
"have  adequate  coverage,"  "will  use  some 
other  form  of  long-term  care  (not  nursing 
home),"  and/or  "can't  afford  it."6 

Since  the  respondents  to  these  three  sur- 
veys generally  had  above  average  earnings 
for  their  age  groups,  perhaps  the  results  can- 
not be  extrapolated  to  the  overall  population. 
Still,  many  of  the  respondents  would  be  like- 
ly to  be  more  knowledgeable  about  their  cur- 
rent coverage  and  the  need  for  long-term 
care  insurance  than  others  in  their  age  group. 
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To  the  extent  that  people  consider  long- 
term  care  insurance  synonymous  with  nurs- 
ing home  care,  it  may  be  difficult  for  sales- 
persons to  convince  potential  customers  to 
purchase  it.  Clearly  there  is  concern  about 
the  quality  of  care  in  nursing  homes  and, 
probably  more  important,  the  loss  of  inde- 
pendence. 

AVAILABILITY  OF  OTHER 
BENEFIT  PROGRAMS 

Availability  of  Medicare 

When  the  Medicare  program  was  enacted  in 
1965,  its  principal  focus  was  covering  the  costs 
of  acute  hospital  care  and  physician  services 
for  older  Americans.  Other  benefits  were  in- 
cluded in  the  program,  however.  The  two  most 
pertinent  here  are  the  benefit  for  an  extended 
care  facility,  now  called  skilled  nursing  facili- 
ty, and  the  one  for  home  health  services.  Both 
benefits  carry  significant  restrictions. 

The  statute  provides  for  up  to  100  days  of 
care  in  a  skilled  nursing  facility  (SNF)  within 
a  benefit  period  following  a  hospitalization 
of  at  least  3  consecutive  days.  As  discussed 
in  Chapter  III,  to  obtain  the  SNF  benefit,  a 
patient  must  continue  to  need  and  receive 
skilled  nursing  or  skilled  rehabilitation  serv- 
ices on  a  daily  basis.  The  SNF  benefit  is  ex- 
tremely limited  in  scope.  It  covers  post-acute, 
skilled  care.  Only  1  percent  of  Medicare 
beneficiaries  used  the  SNF  benefit  in  1984, 
staying  in  the  facility  an  average  of  less  than 
27  days.  Thus,  in  no  way  can  Medicare's  SNF 
benefit  be  considered  provision  for  long-term 
care,  nor  was  it  ever  intended  to  be.  Yet  many 
Medicare  beneficiaries  mistakenly  believe 
they  are  protected  from  long-term  care  ex- 
penses by  this  coverage. 

Medicare  also  covers  home  health  visits 
with  no  prior  hospitalization  requirement. 
However,  the  care  needed  must  include  part- 
time  or  intermittent  skilled  nursing  care, 
physical  therapy,  or  speech  therapy,  and  the 
patient  must  be  confined  at  home.  Medicare 
does  not  cover  general  household  services 
or  assistance  with  personal  care  needs  such 


as  bathing.  Although  Medicare  home  health 
benefit  costs  have  increased  rapidly  in  recent 
years,  the  Medicare  benefit  does  not 
represent  the  kind  of  long-term  in-home  care 
that  many  older  people  need  or  want. 

These  limitations  are  discussed  in  several 
publications  of  the  Health  Care  Financing 
Administration  (HCFA).  For  example,  Your 
Medicare  Handbook  makes  the  following 
statements:  "Most  nursing  homes  in  the  Unit- 
ed States  are  not  skilled  nursing  facilities. 
When  your  stay  in  a  skilled  nursing  facility 
is  covered  by  Medicare,  hospital  insurance 
can  help  pay.  .  .  but  only  if  you  need  daily 
skilled  nursing  care  or  rehabilitation  services 
for  that  long"7  (emphasis  included).  Sever- 
al other  documents  for  beneficiaries  pub- 
lished by  the  Department  of  Health  and 
Human  Services  make  similar  statements, 
but  the  message  is  not  being  effectively 
received. 

Availability  of  Medicare  Supplement  Policies 

Shortly  after  Medicare's  enactment,  it  be- 
came apparent  that  the  new  program  did  not 
cover  all  health  care  costs  of  older  people.  As 
a  result,  the  private  insurance  industry  began 
to  develop  policies  to  supplement  Medicare. 
These  are  often  called  "Medigap"  policies,  and 
that  term  will  be  used  to  describe  them 
throughout  this  report. 

A  1980  survey  indicated  that  about  two- 
thirds  of  the  aged,  non-institutionalized  popu- 
lation had  purchased  polices  to  supplement 
Medicare.  Commonly,  Medigap  policies  are 
designed  to  pay  some  or  all  of  the  deductible 
and  co-insurance.  There  is  relatively  little  cover- 
age for  prescription  drugs  and  virtually  no 
coverage  for  custodial  nursing  home  care. 

One  publication  of  the  Department  of  Health 
and  Human  Services  tries  to  correct  the  mis- 
impression  that  Medigap  policies  provide  long- 
term  care.  The  Guide  to  Health  Insurance  for 
People  with  Medicare  states  that  neither  Medi- 
care nor  most  private  insurance  covers  custodi- 
al nursing  home  care  and  intermediate  nursing 
home  care.8 
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Despite  such  efforts,  many  Medigap  policy- 
holders unfortunately  remain  unaware  that 
custodial  care  is  not  covered  by  the  vast 
majority  of  their  policies.  A  study  of  Medicare 
supplement  policies  showed  that  only  between 
25  percent  and  45  percent  of  owners  of  such 
policies  correctly  answered  questions  on 
whether  custodial  care  was  included.9 

Availability  of  Medicaid 

The  Medicaid  program  has  been  called  a 
"safety  net"  for  people  needing  long-term  care. 
Several  reasons  account  for  this  perception. 
The  program  was  intended  to  provide  welfare, 
and  three-quarters  of  its  recipients  who  receive 
acute  care  are  on  public  assistance  through 
the  Programs  for  Aid  to  Families  with  Depen- 
dent Children  (AFDC)  or  Supplemental  Secur- 
ity Income  (SSI).  It  also  covers  many  people, 
however,  who  were  not  poor  before  needing 
medical  care.  HCFA  data  for  Fiscal  Year  1986 
indicate  that  of  1.4  million  Medicaid  recipients 
in  SNFs  or  intermediate  care  facilities  (ICFs), 
only  19  percent  were  poor  enough  to  qualify 
for  a  cash  assistance  payment  (usually  SSI)  in 
the  institution. 

The  remaining  81  percent  of  institutional 
care  recipients  qualify  for  Medicaid  benefits 
because  their  assets  and/or  monthly  income, 
though  not  low  enough  to  qualify  for  a  cash 
payment,  have  been  reduced  to  welfare-related 
levels. 

All  States  make  provisions  for  extending 
Medicaid  to  persons  in  institutions  whose  in- 
comes are  above  SSI  or  AFDC  levels.  Thirty- 
eight  States  have  elected  options  that  allow 
them  to  extend  Medicaid  essentially  to  all  in- 
stitutionalized people  whose  income  is  less 
than  the  cost  of  their  care.  The  remaining 
States  have  elected  to  offer  Medicaid  coverage 
to  some  institutionalized  people  with  higher 
incomes  under  a  special  option.  These  peo- 
ple receive  Medicaid  provided  their  incomes 
fall  below  a  State-established  level  that  applies 
only  to  persons  in  medical  institutions  and 
that  may  be  as  much  as  300  percent  of  the 
Federal  SSI  payment  standard.  In  1987  the  SSI 
level  for  an  individual  was  $340  a  month,  so 


the  maximum  monthly  income  allowed  by  the 
States  was  $1,020.  In  these  States,  people  with 
income  above  this  level  cannot  get  Medicaid. 

Once  these  higher  income  people  become 
eligible  in  any  State,  however,  the  amount 
Medicaid  will  pay  for  institutional  care  is  based 
on  the  amount  that  these  individuals  are  pre- 
sumed to  be  able  to  contribute  to  the  cost  of 
their  own  care.  This  amount  in  turn  is  based 
on  rules  that  allow  the  individual  to  retain  only 
welfare-related  amounts  of  their  own  income. 

Although  some  people  may  not  buy  long- 
term  care  insurance  policies  because  they  are 
aware  that  Medicaid  will  pick  up  the  bills  if 
they  become  institutionalized,  it  is  not  clear 
that  this  is  a  major  reason  for  lack  of  cover- 
age. There  are  several  reasons  why  people  do 
not  wish  to  become  eligible  for  Medicaid. 

First,  there  is  a  perception  that  Medicaid  pa- 
tients receive  inferior  quality  care  when  com- 
pared to  private  paying  patients.  While  this 
impression  is  difficult  to  substantiate,  it  is  true 
that  Medicaid  payment  rates  are  usually  lower 
than  those  paid  by  private  patients.  The  lower 
payment  rates  may  lead  to  situations  in  which 
nursing  homes  give  fewer  or  somewhat  inferi- 
or services  to  Medicaid  recipients.  There  also 
is  a  "stigma  of  welfare"  attached  to  Medicaid. 
Many  people  consider  receiving  any  kind  of 
public  assistance  demeaning.  This  is  particu- 
larly true  of  people  over  65,  the  group  most 
likely  to  need  Medicaid  for  long-term  care.  Fur- 
thermore, Medicaid  allows  institutionalized 
recipients  to  retain  from  their  monthly  income 
only  a  very  small  personal  needs  allowance. 
While  this  may  cover  the  costs  of  a  haircut  and 
toothpaste,  it  does  not  permit  purchase  of 
many  items  that  people  are  accustomed  to 
having. 

Perhaps  most  important  is  the  fact  that  a 
person's  assets  must  be  below  welfare-related 
levels  for  Medicaid  eligibility.  While  certain  as- 
sets, notably  the  person's  principal  place  of 
residence,  generally  do  not  affect  Medicaid 
eligibility,  countable  assets  beyond  a  certain 
ceiling — in  1987,  $1,800  for  an  individual  and 
$2,700  for  a  couple — make  an  individual  in- 
eligible. Each  month,  States  must  evaluate 
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recipient  assets  and  income  to  determine  eligi- 
bility. In  order  to  become  eligible,  potential 
recipients  with  excess  assets  must  deplete 
them.  They  generally  do  so  by  using  the  ex- 
cess to  pay  for  the  costs  of  their  care  until  it 
is  exhausted.  Furthermore,  States  may  deny 
eligibility  for  a  period  of  time,  generally  24 
months,  to  persons  who  have  disposed  of  their 
assets  for  less  than  fair  market  value,  if  the 
value  of  those  assets  would  have  made  the  per- 
son ineligible  for  Medicaid. 

The  "spend  down"  process  has  major  impli- 
cations. If  the  assets  are  jointly  owned,  they 
may  be  considered  to  be  available  to  meet  the 
applicant's  needs,  thus  leaving  the  spouse  with 
a  severely  depleted  personal  safety  net.  The 
State  must  allow  the  person  to  set  aside 
amounts  for  the  maintenance  needs  of  a 
spouse  and  minor  children  if  they  have  little 
or  no  income  of  their  own.  If  the  State  has  a 
medically  needy  program,  the  protected 
amounts  for  a  spouse  are  either  the  maximum 
amounts  in  SSI  ($340  per  month  in  1987)  or 
the  medically  needy  level.  The  Task  Force  be- 
lieves the  "spend  down"  program  has  led  to 
difficulties  for  the  non-institutionalized  spouse, 
and  similar  problems  may  affect  any  other  de- 
pendents. During  the  term  of  the  Task  Force, 
Congress  has  been  considering  legislation  to 
deal  with  this  issue. 

Availability  of  Veterans 
Administration  Programs 

In  1986,  over  78,000  veterans  used  nursing 
facilities  either  provided  by  or  funded  by  the 
Veterans  Administration  (VA).  The  VA  treated 
23,940  patients  in  its  own  nursing  homes,  and 
it  paid  for  13,540  patients  in  State  nursing 
homes  and  41,124  patients  in  community  nurs- 
ing homes. 

Some  veterans  do  not  buy  long-term  care 
insurance  policies  because  they  believe  they 
can  receive  free  care  in  VA  facilities.  If  so,  they 
may  be  acting  under  a  misunderstanding 
about  their  eligibility  to  obtain  such  benefits. 
Title  XIX  of  Public  Law  99-272  (COBRA)  sig- 
nificantly changed  the  eligibility  and  priorities 


for  veterans  receiving  medical  care.  Those  vete- 
rans whose  disabilities  are  not  service- 
connected  have  a  lower  priority  for  VA  nursing 
home  care  than  those  with  service-connectecl 
disabilities,  and  those  with  incomes  in  excess 
of  prescribed  amounts  may  only  receive  VA 
care  to  the  extent  that  space  and  resources  are 
available.  Even  then,  they  must  share  costs  of 
treatment  to  an  extent  determined  by  their  in- 
come. With  the  number  of  veterans  age  65  and 
over  increasing  from  3  million  in  1980  to  prob- 
ably 8.8  million  in  the  year  2000,  most  vete- 
rans with  non-service  connected  problems  will 
have  to  realize  they  cannot  look  to  the  VA  as 
a  substitute  for  long-term  care  insurance. 

Availability  of  CHAMPUS 

The  CHAMPUS  Program— the  Civilian 
Health  and  Medical  Program  of  the  Uniformed 
Services — provides  health  services  to  hus- 
bands, wives,  and  unmarried  children  of  active 
duty  service  members,  as  well  as  to  retirees  un- 
der age  65,  their  families,  and  survivors.  It  does 
not  cover  active  duty  service  members. 

CHAMPUS  covers  certain  kinds  of  long-term 
care  benefits,  such  as  unlimited  SNF  services, 
provided  such  care  is  authorized  as  medically 
necessary  and  appropriate.  Only  skilled  nurs- 
ing care  is  covered,  however,  not  intermediate 
or  custodial  care.  Active  duty  dependents  who 
are  severely  handicapped  may  receive  special 
treatment  under  certain  conditions  in  the  Pro- 
gram for  the  Handicapped.  CHAMPUS  has  no 
home  health  benefit,  although  the  program  is 
conducting  a  nationwide  demonstration  project 
from  July  1986  through  June  1988  to  evalu- 
ate the  possible  use  of  this  benefit. 

Thus,  most  of  what  is  considered  long-term 
care  is  not  covered  by  CHAMPUS.  Equally  im- 
portant, anyone  eligible  for  Medicare  is  ineligi- 
ble for  CHAMPUS.  The  vast  majority  of  those 
people  aged  65  and  over  cannot  receive 
CHAMPUS  benefits.  Therefore,  eligibility  for 
CHAMPUS  should  not  serve  as  a  barrier  to  pur- 
chasing long-term  care  insurance,  although  the 
misperception  about  this  may  be  as  great  a 
problem  as  the  misunderstanding  of  Medicare. 
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LACK  OF  DEMAND 

Even  those  knowledgeable  about  the  limi- 
tations of  Medicare  and  other  programs  have 
generally  not  purchased  long-term  care  insur- 
ance for  reasons  explored  below. 

Younger  people  have  shown  very  little  in- 
terest so  far  in  purchasing  long-term  care  in- 
surance, even  though  they  could  buy  it  at  lower 
premiums.  People  in  their  40's  and  early  50's 
frequently  face  huge  college  expenses  for  their 
children  or  other  debts.  Even  if  they  knew  of 
long-term  care  insurance,  they  rarely  think  of 
needing  that  coverage  for  themselves.  It  usually 
is  when  their  parents  start  needing  long-term 
care  that  they  develop  an  awareness  of  nurs- 
ing home  and  home  care  services.  Even  so, 
since  employers  rarely  offer  opportunities  to 
enroll  in  long-term  care  insurance,  people  in 
middle  age  currently  cannot  purchase  this 
coverage  in  the  way  they  buy  health  and  other 
kinds  of  insurance.  They  have  to  look  for  long- 
term  care  insurance  policies  on  their  own,  fre- 
quently a  time-consuming  and  difficult  process. 
This  issue  is  discussed  in  more  detail  in  Chap- 
ter VI. 

Experience  with  Medigap  policies  indicates 
that  many  consumers  want  all  costs  paid  for 
all  covered  services.  Since  most  long-term  care 
insurance  to  date  has  offered  indemnity  poli- 
cies, paying  a  fixed  daily  amount  that  may  not 
cover  the  entire  cost  of  a  nursing  home  stay, 
consumers  may  feel  reluctant  to  purchase 
these  benefits.  Consumers  also  perceive  long- 
term  care  insurance  to  be  expensive,  even 
though  policies  in  fact  vary  considerably  in 
cost,  so  increasing  demand  may  depend  on 
changing  this  perception.  Many  policies  also 
contain  restrictions  and  limitations  that  may 
reduce  their  attractiveness.  As  the  number  and 
variety  of  products  continues  to  grow,  the  mar- 
ketplace may  well  make  both  of  the  problems 
less  critical  in  limiting  the  demand  for  long- 
term  care  insurance. 

INFORMATION  AND  RESOURCES 

Approaches  to  Improving  Awareness 

Many  activities  are  necessary  to  improve  the 


general  public  awareness  of  the  probable  need 
for  long-term  care  services  and  alternative  me- 
ans for  financing  those  needs.  Developing  pub- 
lic awareness  will  require  a  range  of  functions 
and  activities,  carried  out  by  a  variety  of  par- 
ticipants, with  some  participants  being  involved 
in  more  than  one  function  or  activity.  There- 
fore, the  discussion  focuses  on  the  functions 
involved,  rather  than  aggregating  responsibil- 
ities by  appropriate  parties. 

The  Task  Force  underscores  the  Federal  and 
State  governments'  responsibility  to  educate 
people  about  the  nature  of  long-term  care,  the 
risk  of  needing  services,  the  potential  cost,  and 
the  need  to  plan  appropriately  to  finance  long- 
term  care  needs.  This  public  responsibility  sup- 
plements, but  does  not  replace,  private  sector 
activities.  Since  the  Federal  government,  in- 
cluding the  Congress,  has  been  largely  respon- 
sible for  the  misconception  that  Medicare 
covers  long-term  care,  the  government  must 
also  participate  prominently  in  changing  the 
public's  mistaken  beliefs. 

People  need  to  understand  that  even  though 
Medicare  provides  some  skilled  nursing  and 
home  health  care,  it  does  not  offer  long-term 
care  services.  Even  the  enactment  of  catas- 
trophic illness  legislation  is  not  likely  to  change 
this  situation.  All  people,  especially  older  peo- 
ple, also  need  to  understand  their  potential 
financial  liability  for  long-term  care  if  they  are 
not  protected.  They  should  be  informed  about 
their  chances  of  needing  long-term  care  serv- 
ices and  the  extensive  costs  associated  with 
these  services.  People  must  learn  that  long- 
term  care  insurance  is  available  and  that  it  is 
neither  necessary  nor  prudent  to  wait  until 
retirement  to  avail  themselves  of  long-term 
care  insurance. 

Public  information  campaigns  should  begin 
immediately  and  should  emphasize  the  limit- 
ed coverage  of  long-term  care  needs  in  Medi- 
care, Medigap,  and  traditional  health  care 
insurance  policies.  The  Department  of  Health 
and  Human  Services  (DHHS)  can  play  a  vital 
role  in  filling  the  information  gap  by  develop- 
ing and  delivering  material  to  all  Social  Secu- 
rity   beneficiaries    that    focuses    on    the 
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limited  coverage  of  long-term  care  services 
offered  by  Medicare  and  traditional  Medigap 
policies,  emphasizing  that  catastrophic  cover- 
age legislation  focuses  on  acute  care  costs,  not 
long-term  care.  States  should  consider  requir- 
ing insurance  companies  selling  Medigap  poli- 
cies within  their  borders  to  inform  consumers 
specifically  that  these  policies  contain  little  or 
no  long-term  care  coverage. 

The  traditional  avenue  of  communication  to 
Medicare  beneficiaries  is  Your  Medicare  Hand- 
book. Adopting  a  more  direct  approach,  DHHS 
should  publish  a  document  specifically  to  high- 
light the  limited  nature  of  Medicare's  skilled 
nursing  facility  and  home  health  benefits.  To 
complement  this  effort,  DHHS  should  review 
all  its  publications  and  public  affairs  materials 
to  determine  if  messages  on  long-term  care 
coverages  are  accurate  and  if  they  adequately 
describe  the  actual  limitation  of  Medicare  long- 
term  coverage. 

Consumer  groups,  provider  groups,  State 
agencies,  and  insurance  groups  should  develop 
and  distribute  brochures  dedicated  to  the  is- 
sue of  long-term  care  coverage.  This  material 
should  define  and  describe  the  importance  of 
this  coverage  and  the  lack  of  this  coverage  in 
Medicare,  Medigap,  and  traditional  health  care 
insurance  policies. 

Although  long-term  care  insurance  is  sold 
by  over  70  companies  and  is  becoming  quite 
available  to  the  public,  additional  education 
should  lead  to  more  policies  being  sold  in  the 
immediate  future.  Efforts  must  be  undertaken 
to  help  the  public  make  prudent  choices  when 
investigating  and  comparing  long-term  care  in- 
surance products  and  to  help  identify  poten- 
tial sources  for  the  purchase. 

Recently,  at  the  invitation  of  the  Health  In- 
surance Association  of  America  (HIAA),  the 
Secretary  of  DHHS,  Dr.  Otis  R.  Bowen,  wrote 
a  foreword  to  HIAA's  The  Consumer's  Guide 
to  Long-Term  Care  Insurance  specifically  point- 
ing out  that  Medicare  and  Medigap  policies  do 
not  cover  long-term  care  (Appendix  A-l).  In  that 
foreword  the  Secretary  also  clarified  the  roles 
of  Medicaid  by  underscoring  its  availability  only 
to  persons  whose  savings  have  been  exhaust- 
ed.   The    HIAA    publication    will    be    distri- 


buted to  State  insurance  departments,  HIAA 
member  companies,  consumer  groups  repre- 
senting older  Americans,  the  media,  and  con- 
sumers who  call  HIAA's  toll-free  number. 

DHHS  should  also  develop  a  buyer's  guide 
for  long-term  care  insurance.  The  document 
should  provide  a  simple,  functional  method  for 
consumers  to  understand  and  compare  long- 
term  care  insurance  policies. 

The  private  sector  should  consider  innova- 
tive ways  to  heighten  the  public's  awareness 
of  and  sensitivity  to  the  need  for  long-term 
care  protection.  Insurance  companies,  provider 
groups,  and  consumer  groups  should  consider 
developing  educational  programs  dealing  with 
the  need  to  consider  protection  for  long-term 
care  needs.  For  example,  the  National  Associ- 
ation of  Health  Underwriters  Task  Force  on 
Health  Economics  for  Lifestyle  Preservation 
(HELP)  has  produced  a  booklet,  Understand- 
ing Long-Term  Care  Insurance,  and  a  video- 
tape on  the  subject  as  part  of  their  consumer 
awareness  program  on  long-term  care.  Such 
programs  should  be  consistent  with  and  should 
amplify  the  DHHS  explanation  of  Medicare 
limitations  on  long-term  care  coverage. 

One  of  the  most  significant  deficits  in  con- 
sumer awareness  is  the  lack  of  expertise 
among  those  to  whom  prospective  purchasers 
of  long-term  care  often  turn  for  advice  about 
medical  care,  financial  planning,  and  insurance 
matters.  Patients,  especially  older  people,  often 
turn  to  their  primary  care  physician,  for  exam- 
ple, for  information  about  many  aspects  of 
health,  including  long-term  care.  The  availability 
of  long-term  care  insurance  is  so  new  and  its 
potential  impact  not  yet  clear  enough  for  many 
physicians,  lawyers,  estate  planners,  senior 
citizens  associations,  and  community  service 
agencies  to  have  become  educated  about  the 
issues  and  possibilities.  It  is  very  important 
that  educational  programs  through  professional 
associations  and  other  groups  begin  helping 
these  "advisors"  develop  an  understanding,  ap- 
preciation, and  expertise  with  respect  to  long- 
term  care  insurance  and  unmet  gaps  in  long- 
term  care  coverage. 
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State  and  Area  Agencies  on  Aging  can 
play  a  vital  role  by  helping  Federal  and  State 
governments  focus  attention  on  long-term 
needs,  the  ranges  of  long-term  care  services 
available,  and  financing  options,  including 
private  financing  through  insurance.  Senior 
citizens  associations  are  also  possible 
sources  of  advice. 

The  Health  Insurance  Association  of 
America,  the  Blue  Cross/Blue  Shield  Associ- 
ation, the  American  Council  of  Life  Insurance 
Companies,  the  National  Association  of  Life 
Companies,  and  consumer  groups  should 
work  with  associations  representing  retire- 
ment planners,  estate  planners,  and  financial 
planners  to  inform  them  of  the  need  for  and 
availability  of  long-term  care  insurance. 

Remedying  Lack  of  Demand 

The  long-term  care  insurance  market  has 
grown  in  the  past  two  years  from  fewer  than 
20  insurers  offering  long-term  care  products 
to  over  70  and  from  approximately  150,000 
long-term  care  insurance  policies  in  force  to 
over  422,000. 

Overcoming  the  lack  of  awareness  about 
long-term  care  insurance  removes  only  one 
major  obstacle  in  creating  and  promoting  a 
private  long-term  care  insurance  market. 
Success  in  generating  awareness  would  cre- 
ate an  informed  public,  people  who  under- 
stand the  concept  of  long-term  care  and 
realize  that  Medicare,  Medigap  policies,  and 
traditional  health  care  policies  do  not  pro- 
vide protection  for  this  need.  The  next  stra- 
tegic step  would  be  to  stimulate  an  awareness 
of  the  need  for  services  and  the  availability 
of  coverage.  This  awareness  would  motivate 
people  to  examine  products  and  consider 
which  one  best  meets  their  needs  for  long- 
term  care. 

Efforts  to  overcome  lack  of  demand 
should  be  coordinated  with  the  development 
and  availability  of  long-term  care  insurance 
policies  to  satisfy  the  demand.  The  Task 
Force  recommends  that  DHHS  develop  a 
model  public  information  program  for  use  by 
States.  DHHS  should  offer  appropriate  tech- 


nical assistance  to  States  to  aid  them  in  the 
development  of  their  educational  or  public 
information  programs.  As  mentioned  earli- 
er, many  older  people  are  very  concerned 
that  nursing  home  care  means  low  quality 
services.  In  discussing  long-term  care  issues, 
governmental  bodies  should  recognize  good 
providers  as  well  as  identifying  and 
reprimanding  those  providers  who  do  not 
meet  sound  standards. 

Information  and  educational  programs 
should  highlight  the  need  to  plan  early  for 
long-term  care  needs.  Certain  groups  should 
be  targeted  and  efforts  made  to  motivate 
them.  Retired  people,  those  40  to  65  years 
of  age,  and  those  under  40  will  each  have 
different  reasons  for  deciding  to  buy  long- 
term  care  insurance,  ranging  from  estate 
planning  to  fear  of  potential  cost. 

To  develop  awareness  of  successful  educa- 
tional campaigns  in  individual  States,  DHHS 
should  serve  as  a  coordinator  so  that  infor- 
mation on  these  campaigns  can  be  voluntar- 
ily shared  with  the  National  Association  of 
Insurance  Commissioners  (NAIC)  and  con- 
sumer groups.  Successful  educational 
models  must  be  widely  available  to  help  var- 
ious groups  reach  the  potential  market. 

The  workplace  is  a  potential  arena  for 
educating  people  about  their  long-term  care 
needs  and  motivating  them  to  seek  protec- 
tion. DHHS  should  work  with  private  compa- 
nies, directly  and  through  business 
organizations  and  trade  associations,  to  en- 
courage development  of  educational  pro- 
grams for  use  by  private  employers.  These 
programs  should  be  coordinated,  as  much  as 
possible,  with  offering  group  or  individual 
long-term  care  insurance  through  the  work- 
place. All  of  these  efforts  should  address 
both  the  near-term  needs  of  the  55-  to 
65-year-old  population  and  the  increasing 
awareness  and  demand  in  the  population  be- 
low age  55.  In  many  areas  where  the  employ- 
er is  providing  benefits  to  a  retired 
population,  that  program  can  also  be  used 
to  offer  less  expensive  group  coverage  in  the 
area  of  long-term  care.  For  example,  the  State 
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of  Alaska  is  offering  group  insurance  for  retired 
State  employees. 

In  the  public  sector,  Federal  and  State  gov- 
ernments should  encourage  private  insurers  to 
develop  long-term  care  insurance  policies  that 
can  be  offered  to  their  employees  on  an  op- 
tional, partially  or  fully  funded  basis.  The  Fed- 
eral government's  Office  of  Personnel  Manage- 
ment (OPM)  is  currently  designing  such  a 
proposal  for  Federal  employees.  OPM  should 
also  develop  an  education  program  to  make 
Federal  employees^  aware  of  long-term  care 
needs  and  the  limitations  of  their  current 
benefits.  The  educational  program  could  then 
be  made  available  as  well  to  interested  States 
and  private  employers  and  employees. 

The  catastrophic  illness  coverage  proposals 
currently  under  consideration  by  the  Congress 
focus  on  acute  care  and,  therefore,  do  not  sub- 
stitute for  long-term  care  insurance.  The  Task 
Force  considers  it  very  important  that  the  Con- 
gress and  DHHS  clearly  articulate  this  point. 
Whatever  the  catastrophic  illness  coverage  plan 
enacted,  it  is  critical  that  all  materials  devel- 
oped by  DHHS  to  implement  the  program  state 
very  clearly  its  probable  lack  of  long-term  care 
coverage.  The  Task  Force  believes  that  DHHS 
should  reinforce  this  message  by  convening 
meetings  with  beneficiary  and  provider  interest 
groups,  explaining  that  Medicare,  even  with  the 
inclusion  of  catastrophic  illness  coverage,  offers 
very  limited  long-term  care.  The  Task  Force  sup- 
ports DHHS's  plan  for  a  joint  public-private  sec- 
tor effort  to  inform  beneficiaries  about  how 
Medicare  coverage  has  changed  following  enact- 
ment of  the  catastrophic  illness  legislation. 
Several  large  organizations  in  the  private  sec- 
tor have  already  volunteered  to  help  in  this 
joint  effort. 

The  Task  Force  understands  that  DHHS's 
plans  for  informational  activities  during  the  de- 
velopmental and  pre-enactment  stage  of  catas- 
trophic illness  coverage  are  limited  to  helping 
ensure  understanding  of  the  issue  being  ad- 
dressed. These  plans  note,  in  particular,  the 
need  for  beneficiaries  to  understand  that  the 
proposal  covers  acute  care,  not  long-term  care. 
The  Task  Force  has  been  informed  of  DHHS's 


plans  for  a  multi-media  campaign  and  en- 
courages the  Congress  to  fund  them.  It  also  en- 
courages DHHS  to  follow  through  with 
conveying  the  message  that  long-term  care  is 
not  covered. 

Clarification  of  Availability  of  Medicaid, 
Veterans,  and  CHAM  PUS  Benefits 

As  indicated  earlier,  the  existence  of 
Medicaid  appears  to  prevent  some  people 
from  recognizing  the  need  for  long-term  care 
insurance.  The  Task  Force  believes  that  those 
who  are  able  to  finance  their  own  long-term 
care  needs  should  not  be  encouraged  to  look 
to  Medicaid  for  funding.  A  number  of  con- 
structive actions  can  be  undertaken  to  en- 
courage this  self-reliance. 

DHHS  should  implement  a  public  informa- 
tion campaign  to  publicize  the  different  pur- 
poses of  Medicare  and  Medicaid  and  the  dis- 
tinctions between  the  programs,  emphasiz- 
ing the  area  of  long-term  care  benefits  and 
eligibility  criteria. 

Information  on  Medicaid  should  tell  peo- 
ple that  the  "spend  down"  process  requires 
them  substantially  to  exhaust  their  resources 
before  becoming  eligible  for  Medicaid  cover- 
age of  long-term  care  costs.  Material  should 
include  mention  of  common  problems  and 
concerns,  including  "spousal  impoverish- 
ment," and  lack  of  an  estate  to  pass  on. 

States  should  consider  how  their  Medicaid 
eligibility  requirements  might  create  incen- 
tives or  remove  disincentives  to  purchase 
long-term  care  insurance.  Examples  of  ac- 
tions that  States  might  consider  include  (1) 
Medicaid  coverage  for  long-term  care  serv- 
ices after  a  given  number  of  years  without 
regard  to  assets  and  income  if  a  person  has 
long-term  care  insurance,  and  (2)  more  ac- 
tive enforcement  of  Medicaid  eligibility  re- 
quirements. HCFA  should  show  flexibility  in 
approving  changes  to  State  Medicaid  plans 
designed  to  encourage  the  development  of 
the  long-term  care  insurance  market.  Both 
the  States  and  HCFA  should  assess  the 
potential  Medicaid  savings  which  might 
result  from  such  innovations.  One  member 
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of  the  Task  Force  felt  a  person's  eligibility  for 
Medicaid  should  not  be  prejudiced  or  other- 
wise affected  because  the  person  made  a  ra- 
tional decision  either  to  purchase  or  not  to 
purchase  long-term  care  insurance. 

Consumer  groups  and  Federal,  State,  and 
local  offices  on  aging  should  work  together 
to  develop  publications  on  the  differences  be- 
tween long-term  care  coverage  provided  by 
Medicare,  Medicaid,  and  Veterans'  benefits 
and  should  distribute  the  information  devel- 
oped by  DHHS.  Veterans'  groups  should  par- 
ticipate in  distributing  Veterans  Administra- 
tion coverage  materials  to  veterans.  Private 
insurers  and  veterans'  organizations  should 
also  consider  a  cooperative  effort  to  educate 
and  offer  long-term  care  insurance  to  veterans 
on  a  group  basis. 

The  Department  of  Defense  should  provide 
more  specific  information  on  what  its  CHAM- 
PUS  program  provides  in  long-term  care 
benefits.  Finally,  the  President  should  desig- 
nate a  lead  office  to  coordinate  the  long-term 
care  activities  of  the  various  Departments,  to 
make  certain  that  these  recommendations  are 
carried  out. 
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Chapter  V 

CONSUMER  PROTECTION 

Education  is  a  critical  prerequisite  to  ef- 
fective consumer  protection. 

THE  NAIC  MODEL  ACT 

The  National  Association  of  Insurance 
Commissioners  (NAIC)  has  taken  the  lead  in 
developing  the  regulation  of  long-term  care 
insurance  that  will  provide  consumer  protec- 
tion. It  adopted  the  Long-Term  Care  Insur- 
ance Model  Act  (Model  Act)  in  December, 
1986  and  subsequently  approved  several  re- 
visions on  June  26,  1987  (See  Appendix  E). 
The  Model  Act  is  a  major  advance  in  the  de- 
velopment of  the  long-term  care  insurance 
market  because  it  clearly  sets  forth  State 
governments'  role  in  this  arena.  By  June  30, 
1987,  the  Model  Act  had  been  adopted  (with 
modifications)  by  ten  States.1 

The  Model  Act  establishes  a  new  class  of 
insurance,  setting  forth  its  purpose,  scope, 
and  some  of  its  limitations  and  administra- 
tive procedures.  It  defines  long-term  care  in- 
surance and  specifies  disclosure,  format,  and 
performance  standards  which  include  specif- 
ic protections  for  consumers.  The  Model  Act 
also  recognizes  different  requirements  for 
group  policies  than  individual  policies  in 
some  areas. 

The  Task  Force  recommends  that  States 
adopt  the  Model  Act  with  one  modification: 
the  circumstances  under  which  an  insurance 
company  can  cancel  a  long-term  care  insur- 
ance policy.  The  Model  Act  represents  a  com- 
promise reached  among  insurance 
regulators,  an  industry  advisory  group,  and 
representatives  of  a  variety  of  consumer  in- 
terests. Individual  State  legislatures  need  to 
assess  the  issues  involved  in  developing  the 
Model  Act  as  they  consider  long-term  care 
insurance  legislation. 

The  NAIC  is  currently  considering  model 
regulations  for  long-term  care  insurance  to 
supplement  the  Model  Act.  Both  models  are 
designed  to  ensure  consumer  protection, 
promote  product  innovation  and  experimen- 


tation, and  recognize  distinctions  between  in- 
dividual and  group  policies. 

In  addition  to  the  statutes  and  regulations 
dealing  specifically  with  long-term  care  in- 
surance, other  State  insurance  laws  and  regu- 
lations also  govern  this  coverage.  These 
statutes  and  regulations  deal,  for  example, 
with  requirements  for  adequate  reserves,  rate 
setting,  and  the  licensing  and  disciplining  of 
insurance  companies  and  agents. 

CONSUMER  PROTECTION  ISSUES 

Addressing  specific  areas  of  consumer 
protection,  the  Task  Force  considered  the  fol- 
lowing issues:  standards  for  coverage,  guide- 
lines for  proper  disclosure,  protection  against 
sales  abuses,  regulation  of  renewal  and  can- 
cellation, requirements  for  sufficient  reserves, 
and  development  of  benefit/premium 
ratios.  Task  Force  conclusions  in  these  areas 
support  State  responsibility  for  regulating 
long-term  care  insurance  and  do  not  recom- 
mend imposing  additional  Federal  require- 
ments on  the  States.  The  legislation  establish- 
ing the  Task  Force  explicitly  stated,  "Noth- 
ing in  this  section  shall  be  construed  as 
recommending  Federal  pre-emption  of  the 
States  in  overseeing  the  operation  and  regu- 
lation of  insurance  carriers  in  their  respec- 
tive jurisdictions."2 

The  States  have  improved  their  enforcement 
activities  in  regulating  the  sale  of  Medigap  in- 
surance, although  some  problems  remain. 
Members  of  the  Task  Force  recognize  that  the 
"Baucus  Amendments"  to  the  Social  Security 
Act  played  an  important  part  in  assuring  ade- 
quate regulation  of  benefits,  marketing,  and 
advertising  of  Medicare  supplement  policies. 
Furthermore,  the  Task  Force  noted  that  most 
States'  unfair  trade  practice  laws  and  adver- 
tising regulations  apply  to  marketing  long- 
term  care  insurance. 

The  same  State  regulatory  machinery  is  the 
appropriate  mechanism  to  prevent  abuse  and 
fraud  in  sales  of  long-term  care  insurance.  It 
is  not  necessary,  and  it  might,  in  fact,  harm 
the  market  to  require  a  fixed  level  of  benefits, 
especially  during  the  developmental  and  ex- 
perimental phase  of  an  evolving  long-term 
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care  insurance  market.  Any  Federal  interven- 
tion in  regulating  the  content  or  sale  of  long- 
term  care  insurance  should  be  undertaken 
only  following  a  clear  and  substantial  find- 
ing that  the  States  are  not  adequately  pro- 
tecting consumers. 

The  Task  Force  also  recognizes  the  many 
differences  between  group  and  individual  in- 
surance policies.  For  example,  renewability 
provisions  depend  on  different  factors:  dis- 
closure requirements  may  be  less  extensive 
for  group  plans;  group  policies  often  are 
negotiated  between  employers  and  em- 
ployees, making  regulation  of  minimum 
benefit  standards  less  appropriate;  and  med- 
ical underwriting  is  more  common  for  in- 
dividual policies.  The  Task  Force  believes 
that  Insurance  Commissioners  should  con- 
sider these  differences  when  they  regulate 
long-term  care  insurance  policies. 

Standards  for  Coverage 

There  are  essentially  two  kinds  of  regula- 
tions providing  consumer  protection:  those 
controlling  the  mechanics  of  the  insurance 
instrument  such  as  standards  of  coverage, 
rules  regarding  renewability,  and  limitations 
or  exclusions  of  coverage,  and  those  control- 
ling the  structure,  presentation,  and  distribu- 
tion of  the  policy  such  as  disclosure  state- 
ments, protection  against  sales  abuses,  "free- 
look"  provisions,  and  the  size  of  print.  Gen- 
erally, defining  the  mechanics  of  a  policy  in- 
volves trading  off  costs  and  coverages;  struc- 
tural regulations  do  not.  Mechanical  require- 
ments strongly  affect  marketability. 

Two  competing  strategies  have  been  sug- 
gested for  regulating  standards  for  coverage. 
One  approach  is  to  set  minimum  standards 
for  coverage  as  a  condition  for  an  insurance 
company  to  offer  its  product  in  the  market- 
place. The  other  approach  is  to  permit  the 
insurance  company  to  establish  standards 
of  coverage  and  define  them  in  the  policy. 
Some  States  have  attempted  to  set  stringent 
minimum  standards  of  coverage  of  long-term 
care  policies  sold  within  their  borders.  This 
approach  has  discouraged  insurance  compa- 


nies from  entering  the  market  or  vigorously 
pursuing  sales  because  mandated  levels  of 
coverage  translate  into  insurance  with  premi- 
ums that  are  unaffordable. 

The  Model  Act  adopts  the  less  restrictive 
approach.  Insurance  companies  have  broad 
discretion  to  establish  levels  and  limits  of 
coverage,  but  must  define  the  coverage 
offered  in  the  policy.  The  proposed  model 
regulation  sets  minimum  standards  for  those 
definitions.  In  addition,  the  Model  Act  man- 
dates minimum  standards  of  coverage  for 
certain  policy  restrictions,  such  as  limits  on 
elimination  periods  for  preexisting  condi- 
tions and  on  provisions  for  renewability  and 
cancellation.  The  Task  Force  recommends 
the  Model  Act  approach  for  levels  of  cover- 
age. 

Proper  Disclosure 

To  be  effective,  disclosure  statements  must 
be  presented  concisely,  in  readable  type,  and 
in  clear,  uncluttered  language  and  format. 
Additional  information  can  be  provided  in  a 
separate  document,  approved  by  the  Insur- 
ance Commissioner,  listing  the  insurance 
policy's  coverages  and  limitations.  In  addi- 
tion, as  part  of  the  required  disclosure,  in- 
surers can  be  required  to  give  customers 
guides  that  enable  consumers  to  understand 
and  compare  the  coverages  and  limitations 
of  different  policies.  All  these  aspects  of  dis- 
closure are  set  forth  in  the  Model  Act. 

Regulations  can  increase  the  effectiveness 
of  disclosure  statements  by  requiring  their 
placement  at  the  beginning  of  the  individu- 
al insurance  document,  use  of  large,  reada- 
ble print,  and  use  of  an  attractive  format  and 
layout.  Disclosure  under  group  policies  is 
generally  achieved  by  issuing  an  insurance 
certificate  and  outline  of  coverage  to  each 
person  insured. 

Protection  Against  Sales  Abuses 

There  is  no  failsafe  system  for  preventing 
sales  abuses.  It  would  be  a  mistake,  however, 
to  condem  private  insurance  in  general  for 
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abuses  that  occur.  The  need  to  balance  con- 
sumer protection  and  market  development 
can  create  opportunities  for  unethical  and 
criminal  operators — at  least  for  a  time.  To 
deal  with  this  possibility,  the  Model  Act  pro- 
tects consumers  by  allowing  them  to  cancel 
policies  within  10  days  of  purchase  or  within 
30  days  if  the  policy  is  sold  by  mail,  so-called 
"direct  response." 

Most  violations  of  unfair  sales  practices 
laws,  however,  are  not  discovered  until  some- 
time after  the  fact,  and  only  vigorous  use  of 
enforcement  mechanisms,  including  invest- 
igations, hearings,  and  penalties,  can  act  as 
a  deterrent.  Experience  with  Medigap  insur- 
ance has  led  States  to  improve  their  licen- 
sure, investigative,  and  enforcement  activi- 
ties. The  same  activities  are  appropriate  for 
policing  the  sale  and  administration  of  long- 
term  care  insurance. 

The  best  protection  against  sales  abuses 
is  a  knowledgeable  consumer,  and  many  of 
the  educational  activities  discussed  in  Chap- 
ter IV  will  help  people  buy  long-term  care  in- 
surance wisely.  Prospective  buyers  of 
long-term  care  insurance  are  likely  to  seek  in- 
formation and  advice  from  consumer  groups, 
associations,  and  individuals,  like  physicians, 
lawyers,  and  estate  planners.  At  present,  un- 
fortunately, these  organizations  and  people 
know  very  little  about  long-term  care  in- 
surance. 

Renewal  and  Cancellation 

The  Model  Act  prohibits  cancellation  or 
non-renewal  of  long-term  care  insurance  pol- 
icies under  prescribed  conditions.  Section  6(A) 
authorizes  Insurance  Commissioners  to  regu- 
late terms  of  renewability.  Section  6(B)  pro- 
vides the  minimum  renewability  standard  that 
an  Insurance  Commissioner  can  adopt.  That 
Section  of  the  Model  Act  states, 
B.   No  long-term  care  insurance  policy  may: 
(1)  Be  cancelled,  non-renewed,  or  other- 
wise terminated  on  the  grounds  of  the 
age  or  the  deterioration  of  the  mental 
or  physical  health  of  insured  individu- 
al certificate  holder.  .  . 


These  provisions  allow  the  sale  of  a  modi- 
fied, conditionally  renewable  long-term  care 
insurance  policy,  that  is,  one  that  may  be  can- 
celled for  all  people  in  a  certain  class  or  geo- 
graphic area  or  for  stated  reasons  other  than 
age  or  deterioration  of  health. 

Several  members  of  the  Task  Force  felt  that 
conditionally  renewable  policies  do  not  ade- 
quately protect  consumers,  especially  if  poli- 
cies were  cancelled  when  holders  were  no 
longer  able  to  get  other  long-term  care  in- 
surance. At  issue  is  the  need  to  balance  pro- 
tection for  policyholders  with  concerns  of 
insurance  companies  entering  a  new  and  ex- 
perimental market  where  risks  are  largely 
unpredictable. 

Guaranteed  renewability,  which  prohibits 
cancellation  of  an  individual  policy  but  al- 
lows increases  in  the  premiums,  provides 
greater  protection  for  the  consumer  but  in- 
flates premium  levels  by  spreading  the  addi- 
tional risk  of  non-cancellability  to  all  those 
who  purchase  long-term  care  insurance.  In- 
surers are  concerned  with  the  guaranteed 
renewability  requirement  for  several  reasons: 
it  could  lead  to  severe  financial  losses  for  the 
insurer;  it  could  force  premiums  up  to  a  lev- 
el where  fewer  people  could  buy;  and  since 
the  insurer  could  raise  premiums,  that  strate- 
gy could  achieve  the  same  result  as  condi- 
tional renewability — forcing  policyholders 
out.  The  guaranteed  renewability  feature,  in 
their  view,  should  be  optional  with  the  addi- 
tional cost  borne  by  the  purchasers  who  want 
extra  protection. 

The  majority  of  the  Task  Force  believes 
that  continued  coverage  is  a  basic  consumer 
protection  and  a  reasonable  expectation  due 
to  the  nature  of  long-term  care  coverage,  and 
it  finds  the  limits  set  forth  in  Section  6  of  the 
Model  Act  inadquate.  At  the  same  time,  it 
does  not  consider  a  full  guarantee  of  renewa- 
bility realistic.  The  Task  Force  agrees  that  in- 
dividual long-term  care  insurance  policies 
should  only  be  cancellable  upon  approval  by 
an  Insurance  Commissioner.  An  Insurance 
Commissioner  should  be  able  to  permit  can- 
cellation by  group  or  class  only  under  very 
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limited  circumstances.  An  insurance  compa- 
ny would  have  to  demonstrate"  severe  con- 
ditions. For  example,  the  company  might 
show  it  was  in  such  serious  financial  straits 
that  premiums  would  have  to  be  raised  to  un- 
affordable  levels  or  the  company  would  be 
forced  into  bankruptcy.  The  company  might 
demonstrate  that  all  persons  insured  were 
provided  with  a  similar  or  better  policy  with 
a  new  company.  Finally,  the  company  might 
argue  that  changes  in  Federal  or  State  law 
made  it  necessary  to  cancel  a  group  or  class 
of  policyholders  or  all  policyholders.  Insur- 
ance Commissioners  should  require  that  in- 
formation on  the  renewal  and  cancellability 
of  a  long-term  care  insurance  policy  be  dis- 
closed on  the  face  of  the  policy. 

Sufficiency  of  Reserves 

States  have  authority  to  require  that  insur- 
ers maintain  adequate  reserves  to  pay  claims. 
Actuarial  determination  of  the  amount  of 
reserves  necessary  to  pay  long-term  care 
claims  will  be  difficult  until  adequate  loss 
data  have  accumulated.  In  the  meantime,  the 
considerations  involved  in  measuring  an  ap- 
propriate benefit-to-premium  ratio  will  have 
to  be  used. 

With  respect  to  continuing  care  retirement 
communities  and  life  care  communities  (both 
called  "CCRCs"  here),  the  Task  Force  is  con- 
cerned that  States  do  not  require  reserves, 
nor  do  most  Insurance  Commissioners  have 
regulatory  authority  over  long-term  care 
funding.3  Because  CCRCs  pool  long-term 
care  funding  for  future  need,  they  should  be 
subject  to  regulation  of  reserves  by  State  In- 
surance Commissioners.  In  the  judgment  of 
the  Task  Force,  States  should  enact  legisla- 
tion to  accomplish  these  tasks: 

•  Review  the  actuarial  fitness  and  financial 
viability  of  CCRCs  as  they  initiate  opera- 
tions. 

•  Assure  appropriate  actuarial  and  financial 
planning  to  cover  long-term  care  health 
costs  of  residents. 


•  Require  CCRC  developers  and  managers 
to  disclose  fully  all  services  and  care  to  be 
provided. 

•  Require  appropriate  financial  disclosure  to 
potential  users. 

Standards  established  by  the  American 
Association  of  Homes  for  the  Aging  and  the 
Statement  of  Actuarial  Standards  adopted  by 
the  American  Academy  of  Actuaries4  are 
models  for  accomplishing  these  objectives. 

MEASURING  THE  VALUE  OF 
LONG-TERM  CARE  INSURANCE 

Under  its  charge,  the  Task  Force  must  con- 
sider actions  to  assure  that  benefits  in  long- 
term  care  insurance  policies  are  reasonable  in 
relation  to  the  premiums  charged.  Although 
there  may  be  several  ways  of  achieving  this 
goal,  the  one  most  commonly  used  by  In- 
surance Commissioners  is  the  loss  ratio  of  a 
policy. 

Loss  ratios  are  calculated  by  adding  the 
amount  of  incurred  claims,  reserves  for  future 
claims,  and  other  expenses  and  dividing  the 
total  by  the  amount  of  earned  premiums  for 
the  reporting  period.  As  a  very  simple  exam- 
ple, suppose  that  a  company's  premiums  over 
a  given  period  are  $10  million,  and  its  incurred 
claims,  reserves  for  future  claims,  and  ex- 
penses for  the  same  period  total  $6.1  million. 
The  loss  ratio  is  61%,  calculated  in  the  follow- 
ing way: 

$6.1  million 

— — - —  =  .61  or  61% 

$10  million 

At  this  time,  loss  ratios  may  not  be  approp- 
riate for  measuring  the  benefits  of  long-term 
care  insurance  policies,  since  it  is  very  difficult 
to  determine  future  losses  with  a  high  degree 
of  accuracy.  In  the  early  years  of  the  policy, 
moreover,  some  expenses  like  marketing  and 
initial  administrative  costs  will  be  much  higher 
than  in  later  years.  Furthermore,  since  little  ac- 
tuarial data  are  available  to  compute  the 
premium,  it  might  be  worthwhile  in  the  early 
years  to  allow  an  additional  margin  in  pricing 
of  the  product  for  unexpected  risks.5 
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Loss  ratios  have  been  used  in  general  acci- 
dent and  health  insurance  as  one  means  of 
providing  consumer  protection.  However,  in  the 
long-term  care  insurance  field,  they  could  ac- 
tually harm  consumers  if  not  used  prudently. 
While  a  relatively  low  loss  ratio  in  itself  may 
not  indicate  an  undesirable  policy,  a  high  ra- 
tio could  be  counterproductive,  even  driving 
the  insurer  out  of  business  and  thus  temporar- 
ily, if  not  permanently,  depriving  its  policy- 
holders of  insurance  protection. 

The  Task  Force  examined  several  alternatives 
to  the  immediate  application  of  a  loss  ratio.  It 
recognized  that  as  claims  and  pricing  ex- 
perience is  compiled,  an  appropriate  loss  ra- 
tio may  eventually  be  found.  However,  at  this 
point,  a  specific  percentage  is  not  recommend- 
ed. If  a  target  range  is  considered  essential  by 
Insurance  Commissioners,  they  should  con- 
sider the  approach  recommended  by  the  NAIC 
in  Section  9  of  its  June  22,  1987  Exposure 
Draft  Model  Regulations: 

Benefits  under  individual  long-term  care 
insurance  policies  shall  be  deemed  reasona- 
ble in  relation  to  premiums,  provided  the  ex- 
pected loss  ratio  is  at  least  60%,  calculated 
in  a  manner  which  provides  for  adequate 
reserving  of  the  long-term  care  insurance 
risk.  In  evaluating  the  expected  loss  ratio, 
due  consideration  shall  be  given  to  all  rele- 
vant factors,  including: 

1.  Statistical  credibility  of  incurred  claims 
experience  and  earned  premiums; 

2.  The  period  for  which  rates  are  comput- 
ed to  provide  coverage; 

3.  Experienced  and  projected  trends; 

4.  Concentration  of  experience  within  ear- 
ly policy  duration; 

5.  Expected  claim  fluctuation; 

6.  Experience   refunds,   adjustments  or 
dividends; 

7.  Renewability  features; 

8.  All  appropriate  expense  features; 

9.  Interest; 

10.  Experimental  nature  of  the  coverage; 

11.  Policy  reserves; 

12.  Mix  of  business  by  risk  classification; 


13.  Product  features  such  as  long  elim- 
ination periods,  high  deductibles  and 
high  maximum  limits. 

In  a  drafting  note,  the  Draft  Model  Regu- 
lation states:  "This  optional  rating  provision 
is  designed  to  serve  as  a  benchmark  for  those 
States  deciding  to  use  loss  ratios.  .  .  to  de- 
termine reasonableness  of  benefits  in  rela- 
tion to  premiums."6 

The  Health  Care  Financing  Administration 
(HCFA)  actuaries  provided  the  Task  Force 
with  an  alternative  approach  that  may  be  use- 
ful.7 Using  data  from  the  1985  National 
Nursing  Home  Survey,  they  developed  a  set 
of  tables  relating  to  nursing  home  utilization 
(see  Appendix  A-5).  These  tables  provide  in- 
formation on  incidence  and  length  of  stay  in 
nursing  homes  by  age  and  sex.  The  Task 
Force  recognizes  that  while  the  data  from  the 
1985  National  Nursing  Home  Survey  are 
generally  good,  more  extensive  data  from  fu- 
ture studies  will  be  even  more  useful.  Neverthe- 
less, the  Task  Force  believes  that  the 
methodology  developed  by  the  HCFA  actuaries 
and  other  approaches  which  may  be  developed 
by  the  Society  of  Actuaries,  as  discussed  in 
Chapter  VII,  may  enable  the  actuarial  staff  of 
Insurance  Commissioners  to  calculate  the  net 
claim  costs  of  nursing  home  benefits  and 
perhaps  home  care  benefits  as  well.  In  turn, 
these  calculations  could  assist  Commissioners 
in  determining  whether  proposed  benefits  have 
a  reasonable  relationship  to  premiums. 

Another  approach  is  to  look  at  different  fac- 
tors that  may  make  a  long-term  care  insurance 
policy  acceptable  to  Insurance  Commissioners. 
Some  of  these  factors  are: 

•  Cost  of  the  product. 

•  Policy  features,  including  coverage  of  insti- 
tutional and  non-institutional  care,  method 
of  payment,  provisions  for  cancellation  and 
pre-existing  conditions,  and  reliance  on  un- 
derwriting. 

•  Reserves  of  company. 

•  Company's  ability  to  raise  premiums. 

•  Company's  reputation  in  general  and  with 
respect  to  long-term  care  insurance. 
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•  Experience  with  policy  form. 

•  Benefit   potential   compared  to   premium 
paid.8 

The  Task  Force  acknowledges  that  these 
measures  are  subjective  and  some  duplicate 
the  criteria  in  the  proposed  model  regulation. 
However,  given  the  paucity  of  current  data,  a 
loss  ratio  depends  entirely  on  whose  assump- 
tions are  used.  An  apparently  favorable  ratio 
may  give  consumers  a  false  sense  of  security. 
The  public  will  be  better  protected  if  Insurance 
Commissioners  conduct  more  thorough  reviews 
of  long-term  care  insurance  than  they  normal- 
ly do  when  reviewing  other  insurance  policies. 

AVAILABILITY  OF 
LONG-TERM  CARE  SERVICES 

While  the  Task  Force  has  been  charged  with 
making  recommendations  on  the  private 
financing  of  long-term  care,  the  ability  to 
finance  long-term  care  serves  little  useful  pur- 
pose if  there  is  no  service  available  for  pur- 
chase. Access  to  service  depends  partly  on  the 
space  available  in  nursing  homes,  and  a  num- 
ber of  States  have  certificate  of  need  (CON)  re- 
quirements that  at  least  to  some  extent  limit 
the  number  of  nursing  home  beds.  CON  re- 
quirements were  created  in  response  to  1975 
Federal  legislation  that  expired  in  1982.9 
Although  eleven  States  have  now  repealed  their 
statute,  the  majority  have  continued  the  re- 
quirement.10 

The  effect  of  CON  requirements  on  the  avail- 
ability of  nursing  home  beds  for  private  pay 
patients  is  not  entirely  clear.  In  States  eliminat- 
ing the  CON  requirement,  the  expansion  in  the 
supply  of  beds  has  varied;  increases  appear  to 
respond  more  to  nursing  home  occupancy 
rates.  Nevertheless,  there  seems  to  be  great 
elasticity  in  demand  for  nursing  home  care 
based  on  client  and  family  preference. 

The  Task  Force  was  also  concerned  about 
the  scarcity  of  community-based  services  and 
the  shortage  of  allied  health  professionals  and 
paraprofessionals.  The  lack  of  home-based  and 
community-based  services  places  greater  pres- 
sure on  the  limited  number  of  nursing  home 
beds  available.  It  also  deprives  people  of  choos- 


ing the  best  long-term  care  setting  to  meet 
their  needs. 

In  view  of  the  Task  Force,  States  need  to  be 
aware  that  growing  availability  of  long-term 
care  insurance  could  increase  demand  for  nurs- 
ing home  facilities  and  other  services  to  the 
chronicaly  ill  or  disabled.  The  availability  of 
nursing  home  beds  should  keep  up  with  the 
anticipated  demand.  Likewise,  the  availability 
of  professionals  and  para-professionals  should 
respond  to  the  growing  need  for  long-term  care 
services.  Otherwise,  limited  availability  of  seiv- 
ices  could  severely  inhibit  provision  of  long- 
term  care,  not  only  to  people  promised  benefits 
by  insurance  policies,  but  to  all  those  needing 
these  services. 

NOTES 

1  The  Intergovernmental  Health  Policy  Project 
reports  that  by  June  30,  1987,  the  following 
States  had  adopted  the  NA1C  Long-Term  Care 
Insurance  Model  Act:  Arizona,  Hawaii,  Indiana, 
Iowa,  Kansas,  North  Carolina,  North  Dakota, 
Nebraska,  Oklahoma,  and  Virginia.  (See  Ap- 
pendix F.) 

2  Consolidated  Omnibus  Reconciliation  Act  of 
1985,  PL.  99-272,  Section  9601. 

3  The  Intergovernmental  Health  Policy  Project 
reports  that  by  June  30,  1987,  the  following 
States  had  passed  laws  governing  the  financial 
reserves  of  CCRCs:  Arizona,  Arkansas,  Califor- 
nia, Colorado,  Connecticut,  Florida,  Illinois, 
Minnesota,  Missouri,  New  Jersey,  New  Mexico, 
Pennsylvania,  and  Wisconsin.  (See  Appendix  F.) 

4  Interim  Actuarial  Standards  Board,  Commit- 
tee on  Continuing  Care  Retirement  Commu- 
nities for  the  Special  Committee  of  the  IASB, 
Actuarial  Standards  of  Practice  Relating  to 
Continuing  Care  Retirement  Communities 
(Washington,  DC:  American  Academy  of  Ac- 
tuaries, July  1987). 

5  National  Association  of  Insurance  Commis- 
sioners, Medical  Supplement,  Long  Term  and 
Other    Limited    Benefit    Plans   Task    Force, 
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Long-Term  Care  Insurance:  An  Industry  Per- 
spective on  Market  Development  and  Con- 
sumer Protection,  (Kansas  City,  Mo:  National 
Association  of  Insurance  Commissioners,  De- 
cember, 1986),  pp.  27-28. 

6  National  Association  of  Insurance  Commis- 
sioners, "Long-Term  Care  Insurance  Model 
Regulation  Exposure  Draft,"  June  22,  1987,  pp. 
7-8. 

7  Task  Force  on  Long-Term  Health  Care  Poli- 
cies, Paper  prepared  by  HCFA  Office  of  the  Ac- 
tuary and  presented  on  May  18,  1987. 

8  John  Mathews,  Health  Insurance  Association 
of  America,  Telephone  conversation,  February 
10,  1987.  Mr.  Mathews  summarized  ideas  dis- 
cussed at  a  meeting  he  attended.  Note  that  the 
views  expressed  may  not  necessarily  be  his 
own. 


9  The  National  Health  Planning  and  Resources 
Act  of  1975,  PL  93-641. 

10  The  Intergovernmental  Health  Policy  Project 
reports  that  by  June  30,  1987,  the  following 
States  no  longer  had  certificate  of  need  require- 
ments: Arizona,  California,  Colorado,  Idaho, 
Kansas,  Louisiana,  Minnesota,  New  Mexico, 
Texas,  Utah,  and  Wyoming.  (See  Appendix  F.) 
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Chapter  VI 

TAX  INCENTIVES  AND 
EMPLOYMENT  PROGRAMS 

The  projected  growth  in  real  pension  in- 
come recipiency  among  future  retirees  is 
promising.  Furthermore,  growth  in  real 
pension  income  suggests  that  some  em- 
ployees may  be  able  to  restructure  retire- 
ment saving  without  jeopardizing 
adequate  wage  replacement  in  their  retire- 
ment years.1 

INTRODUCTION 

To  support  the  market  fully  and  promote 
product  innovation,  the  Federal  government 
must  clarify  the  tax  status  of  long-term  care 
insurance  and  remove  barriers  to  several  log- 
ical and  effective  product  designs. 

Major  areas  on  which  the  Task  Force  con- 
centrated its  efforts  included  tax  incentives 
and  the  development  of  long-term  care  in- 
surance availability  through  employment. 
First,  there  are  a  number  of  possible  tax 
changes  to  encourage  purchase  of  long-term 
care  insurance,  each  of  which  needs  to  be 
evaluated  in  terms  of  equity  among  taxpay- 
ers, effectiveness  in  stimulating  private 
financing,  and  government  fiscal  constraints. 
Second,  long-term  care  insurance  purchased 
through  employers  and  funded  by  employer 
and/or  employee  contributions  offers  workers 
an  opportunity  to  prepare  financially  for 
long-term  care  at  a  time  when  it  is  most  eco- 
nomically advantageous  to  do  so.  Employer- 
sponsored  insurance  offers  a  way  to  over- 
come the  lack  of  interest  in  buying  long-term 
care  insurance  that  has  generally  dis- 
couraged efforts  to  market  this  type  of  insur- 
ance to  people  of  working  age. 

On  February  13,  1987,  following  the  initia- 
tive on  catastrophic  health  care  for  the  elder- 
ly announced  in  the  State  of  the  Union 
address,  President  Reagan  directed  the 
Department  of  the  Treasury  to  examine  a 
wide  range  of  issues  dealing  with  tax  incen- 
tives for  long-term  care.  Some  members  of 
the  Task  Force  believe  that  the  Treasury  anal- 


ysis of  the  revenue  consequences  and  dis- 
tributional effects  of  specific  tax  changes 
must  be  completed  before  recommendations 
should  be  made.  No  doubt,  the  complete 
Treasury  Department  study  will  influence  any 
legislation  proposed  by  the  Administration. 
To  be  responsive  to  its  Congressional  man- 
date, however,  the  majority  of  the  Task  Force 
decided  to  make  recommendations  before 
completion  of  the  Treasury  report. 

The  Task  Force  reviewed  a  wide  range  of 
issues  dealing  with  changes  in  the  tax  laws 
that  could  be  helpful  in  marketing  long-term 
care  insurance  policies.  In  the  judgment  of 
the  Task  Force,  proposals  deserve  serious 
consideration  only  if  they  can  contribute  sig- 
nificantly to  this  effort  without  unduly  in- 
creasing the  Federal  deficit.  Not  increasing 
the  Federal  deficit  is  particularly  important 
since  the  enactment  of  the  Tax  Reform  Act 
of  1986,  which  broadened  the  tax  base  and 
eliminated  many  "loopholes."  The  Congress 
and  the  Administration  are  unlikely  to  sup- 
port legislation  that  would  greatly  reduce  the 
tax  base.  The  Task  Force  also  believes  that 
any  proposal  adopted  should  benefit  as  many 
people  as  possible.  Proposals  that  help  rela- 
tively few  should  not  be  as  aggressively 
pursued. 

TAX  TREATMENT  OF  RESERVES 

A  central  issue  to  be  resolved  is  the  tax 
treatment  of  reserves  for  long-term  care  in- 
surance. Like  life  insurance  policies,  level- 
premium,  long-term  care  insurance  policies 
accumulate  reserves  to  pay  future  liabilities 
accruing  over  a  long  period  of  time.  While 
additions  to  life  insurance  reserves  and  earn- 
ings on  those  reserves  are  clearly  tax- 
deductible,  the  Department  of  the  Treasury 
has  not  yet  provided  any  written  determina- 
tion on  the  treatment  of  long-term  care  in- 
surance. Treasury  officials  have  indicated 
orally,  however,  that  long-term  care  insurance 
policies  should  receive  treatment  similar  to 
life  insurance  policies. 

Until  the  Treasury  Department  issues  an 
official  opinion  confirming  this  tax  deducti- 
bility, the  Task  Force  supports  legislation  to 
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clarify  the  tax  treatment  of  long-term  care  in- 
surance reserves  and  the  investment  earnings 
credited  to  them.  Such  reserves  should  be 
treated  in  the  same  manner  as  similar  reserves 
supporting  traditional  life  insurance  products. 
Additions  to  the  reserves  and  the  earnings  on 
them  should  be  deductible  by  insurers  to  the 
extent  that  the  reserves  are  required  to  support 
benefits  under  the  contracts. 

Treating  long-term  care  reserves  in  this 
way  could  reduce  premium  costs.  By  one  es- 
timate, premiums  might  be  about  11  percent 
less  at  age  65  and  as  much  as  one-third  less 
at  age  55  than  they  would  be  if  taxable.2 
Reducing  premiums  could  lead  to  earlier  pur- 
chase of  insurance,  which  the  Task  Force 
strongly  endorses. 

TAXATION  OF  PREMIUMS 
AND  BENEFITS 

There  are  parallels  between  long-term  care 
benefits  and  benefits  paid  through  life  insur- 
ance and  accident  and  health  insurance. 
Nevertheless,  the  Task  Force  believes  strong 
arguments  favor  treating  long-term  care  in- 
surance as  a  new  entity  for  purposes  of  de- 
termining the  tax  treatment  of  premiums  and 
benefits.  Treatment  as  a  new  entity  would 
free  long-term  care  insurance  from  uncertain- 
ties about  its  status  under  the  Tax  Code. 

Under  current  law,  medical  expenses,  in- 
cluding health  insurance  premiums,  may  be 
deducted  if  they  exceed  7.5  percent  of  the  tax- 
payer's adjusted  gross  income.  While  most 
medical  expenses  clearly  qualify  for  the  deduc- 
tion, there  is  some  uncertainty  about  the  de- 
ductibility of  the  cost  of  care  in  a  nursing 
home.3  In  general,  under  current  Treasury  reg- 
ulations, payments  for  medical  services  while 
in  the  institution  may  be  deducted.  If  meals 
and  lodging  are  furnished  as  a  necessary  part 
of  such  care,  then  the  entire  cost  of  the  medi- 
cal care,  meals,  and  lodging  is  deductible.  If 
a  person  is  in  a  home  for  personal  or  family 
considerations,  however,  and  not  because  of  the 
need  for  medical  attention,  then  payments  to 
the  nursing  home  for  room  and  board  are  not 
deductible. 


The  tax  treatment  of  premiums  for  long- 
term  care  insurance  is  also  unclear.  Many  long- 
term  care  insurance  policies  cover  both  custo- 
dial care  and  skilled  nursing  home  care.  If  such 
premiums  were  handled  like  medical  expenses, 
part  of  the  premium  might  not  be  deductible. 
This  is  less  a  problem  than  the  uncertainty 
about  medical  expenses,  since  it  is  not  likely 
that  many  taxpayers  will  meet  or  miss  the  7.5 
percent  threshold  solely  on  the  basis  of  their 
long-term  care  insurance  premiums.  Neverthe- 
less, it  needs  clarification. 

The  Task  Force  believes  that  long-term  care 
insurance  should  be  given  tax-favored  status  in 
the  Tax  Code  as  a  new  entity.  Specifically,  when 
individuals  pay  for  long-term  care  insurance, 
premiums  should  be  deductible  and  benefits 
should  be  excludable  from  individual  incomes 
to  the  same  extent  allowable  for  medical 
benefits  under  current  law.  In  the  case  of 
employer-funded  plans,  the  value  of  the  in- 
surance coverage  and  the  benefits  received 
should  be  excludable  from  employees'  income. 

Another  helpful  modification  of  the  Tax 
Code  would  allow  employees  to  make  a  tax- 
free  transfer  of  their  vested  interest  in  pen- 
sion funds  to  buy  long-term  care  insurance. 
Tax-free  transfer  could  also  apply  to  other 
funds  meant  to  provide  for  post-retirement 
income,  such  as  IRAs,  Keogh  plans,  annuities, 
stock  bonus  and  employee  stock  ownership 
plans,  and  the  cash  value  of  life  insurance 
contracts.  A  later  section  of  this  chapter  will 
discuss  these  proposals  in  detail. 

EMPLOYER-  AND  GROUP- SPONSORED 
LONG-TERM  CARE  INSURANCE 

Almost  all  long-term  care  insurance  is  sold 
today  on  an  individual  basis  to  people  over 
65.  This  approach  has  serious  disadvantages 
for  consumers  and  insurers.  Higher  risk  for 
older  age  groups  and  higher  administrative 
and  sales  costs  for  individual  policies  in- 
crease premiums  and  narrow  the  potential 
market.  To  gain  the  advantages  of  group  in- 
surance for  its  membership,  the  American 
Association  of  Retired  Persons  sponsors  a 
group  insurance  plan  for  eligible  members 
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between  the  ages  of  50  and  79.  Early  sales 
indicate  that  more  younger  members  of 
AARP  will  buy  this  group  coverage  than  are 
currently  buying  individual  policies.  Further 
experience  will  determine  whether  this  ap- 
proach can  significantly  increase  the  num- 
ber of  people  buying  coverage. 

A  number  of  large  employers  are  also  ex- 
ploring means  of  offering  group  long-term 
care  insurance  for  their  employees  and 
retirees.  For  example,  the  State  of  Alaska  has 
recently  begun  offering  group  insurance  for 
retired  State  employees.  This  is  the  first  em- 
ployer-sponsored, long-term  care  insurance. 

Nonetheless,  real  impediments  to  this  ap- 
proach must  be  overcome  if  long-term  care 
insurance  is  ever  to  become  widely  available 
through  employment.  In  general,  these  im- 
pediments fall  into  three  categories: 

•  People  under  65  have  shown  little  interest 
in  purchasing  long-term  care  insurance. 

•  Employers  have  serious  problems  funding 
post-retirement  acute-care  benefits  for 
retirees,  so  they  are  generally  unable  or 
unwilling  to  contribute  to  a  new  benefit  for 
employees. 

•  Current  tax  treatment  of  long-term  care  in- 
surance discourages  employer  involvement. 

Lack  of  Employee  Interest 

Lack  of  demand  and  the  need  to  increase 
awareness  and  understanding  of  long-term 
care  and  its  financing  are  discussed  in  Chap- 
ter IV.  There  are  no  simple  solutions.  There 
are,  however,  several  advantages  to  employer- 
sponsored  insurance  that  may  help  overcome 
this  barrier. 

First,  the  age  at  which  long-term  care  in- 
surance is  purchased  is  the  most  significant 
determinant  of  cost.  Employer-sponsored  in- 
surance may  prove  effective  in  expanding 
coverage  to  working  age  groups  by  provid- 
ing insurance  at  premiums  more  people  can 
afford  in  a  setting  where  people  are  used  to 
getting  insurance. 

Second,  employees  generally  have  confi- 
dence in  employer-sponsored  group  policies. 


The  fact  that  the  employer  shops  for  the  insur- 
ance and  makes  the  decisions  about  coverage 
relieves  individual  employees  of  a  significant 
burden.  Furthermore,  group  purchasers  tend 
to  negotiate  lower  premiums  and  avoid  many 
of  the  problems  that  lead  to  individual  buy- 
ers' complaints. 

Third,  there  are  immediate  advantages  to 
buying  long-term  care  insurance  at  younger 
ages.  People  under  65  are  not  as  likely  to  need 
long-term  care  coverage  as  those  over  65,  but 
lack  of  this  insurance  remains  a  major  gap  in 
coverage  of  the  catastrophic  costs  that  may  be- 
set men  and  women  during  their  working  life. 
Except  for  waiting  periods,  long-term  care  in- 
surance provides  protection  from  the  date  of 
purchase.  Without  employer-sponsored  pro- 
grams, marketing  of  long-term  care  coverage 
will  almost  certainly  miss  the  majority  of  the 
under-65  age  group  in  this  country. 

Fourth,  employer-sponsored  long-term  care 
insurance  can  meet  the  needs  of  both  workers 
and  their  spouses.  One  spouse  may  deny  any 
personal  need  for  long-term  care,  but  accept 
more  readily  a  surviving  spouse's  need  for 
coverage  and  therefore  provide  this  protection 
through  group  insurance.  This  provision 
resembles  the  option  of  reducing  one's  pen- 
sion to  provide  income  for  a  surviving  spouse. 

Impediments  to  Employer  Interest 

-Many  employers  face  very  large  unfunded 
liabilities  for  post-retirement  acute  care 
benefits.  Legal  limitations  on  changing  or  end- 
ing coverage  and  requirements  for  accounting 
for  future  liability  make  expansion  of 
employer-paid,  post-retirement  benefits  to  in- 
clude long-term  care  remote  for  many  employ- 
ers. The  use  of  monies  transferred  from 
over-funded  pension  plans,  as  discussed  later 
in  this  chapter,  might  alleviate  this  problem 
for  some  employers,  but  the  basic  problem 
persists,  and  employers  faced  with  large  un- 
funded liabilities  for  existing  post-retirement 
medical  benefits  are  more  likely  to  work  on 
solving  that  problem  than  trying  to  expand 
benefits  to  include  long-term  care  services. 
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Furthermore,  employment  benefits  have 
generally  not  been  expanding  because  many 
large  industries  confront  severe  economic 
difficulties.  There  is  competition  with  lower 
paid  foreign  workers.  Small  companies,  which 
are  less  likely  than  large  ones  to  expand  em- 
ployee benefits,  are  growing  more  rapidly  than 
large  ones.  Recent  legislation  has  increased 
employers'  uncertainties.  Employers  cite  se- 
vere administrative  problems  in  providing 
Congressionally-mandated  continuation  of 
health  insurance  coverage  for  widows,  divor- 
ced spouses,  other  dependents,  and  former 
employees. 

As  a  result,  employers  seem  unlikely  to 
share  the  cost  of  long-term  care  insurance  as 
an  additional  employee  benefit  in  numbers 
large  enough  to  make  long-term  care  widely 
available  to  employees.  Many  employers  do 
seem  willing  to  sponsor  group  long-term  care 
insurance,  but  only  if  the  employee  or  retiree 
pays  the  premium.  Employers  may  also  be  will- 
ing to  reallocate  their  contributions  to  em- 
ployee benefits  to  provide  some  funding  for 
long-term  care.  This  approach  may  be  partic- 
ularly attractive  where  employees  choose 
benefits  through  a  "cafeteria"  arrangement.  The 
Task  Force  considered  and  rejected  the  idea  of 
requiring  employers  to  provide  long-term  care 
coverage  if  they  provide  other  retiree  health 
benefits,  because  mandating  employer  cover- 
age would  act  as  an  extreme  disincentive  to 
continuing  existing  benefits. 

An  inability  to  pay  premiums  for  employees' 
long-term  care  insurance  need  not  be  the  end 
of  employers'  willingness  to  help  workers  meet 
this  need,  however.  Employers  can  take  three 
important  steps  in  helping  their  employees 
obtain  long-term  care  insurance: 

•  Sponsor  employee-paid,  group  long-term 
care  insurance  through  health  insurance 
and,  to  the  extent  possible,  cafeteria-type 
plans. 

•  Sponsor  long-term  care  insurance  pur- 
chased with  vested  retirement  funds,  as 
described  later  in  this  chapter. 


•  Obtain  and  distribute  information  on  the 
importance  of  long-term  care  insurance 
coverage  as  part  of  financial  planning  both 
before  and  after  retirement. 

Tax  Issues  Relating  to 
Employer-Sponsored  Plans 

Tax-free  benefits  cut  not  only  into  the  per- 
sonal income  tax  base  but  also  into  the  So- 
cial Security  and  Medicare  tax  base.  According 
to  some  arguments,  narrowing  the  tax  base  re- 
sults in  inequities  between  industries  as  well. 
Nevertheless,  tax-favoring  of  employee  health 
benefits  has  an  established  role  in  encouraging 
employer  sponsorship  and  employee  accep- 
tance of  socially  desirable  benefit  programs. 

We  have  discussed  the  taxation  of  premiums 
and  benefits,  whether  employer  or  individually 
funded.  Federal  tax  laws  should  also  be  clari- 
fied and/or  modified  to  remove  impedi- 
ments to  employer  sponsorship  and  funding 
of  long-term  care  coverage  as  an  employee 
benefit  in  the  following  areas: 

Cafeteria  Plans  (Flexible  Spending  Accounts): 
These  plans  give  employees  a  choice  of  bene- 
fits and  require  limiting  benefits  to  the  year  in 
which  the  money  is  contributed.  Pre-funding 
a  future  benefit  through  the  purchase  of  level- 
premium,  long-term  care  insurance  appears  in- 
consistent with  the  current  concept  of  a  cafe- 
teria plan  or  flexible  spending  account.  The 
Task  Force  believes  that  the  Congress  should 
amend  the  Tax  Code  to  permit  explicitly  the 
funding  of  level-premium,  long-term  care  in- 
surance through  cafeteria  plans.  A  later  section 
of  this  chapter  discusses  indirect  funding  of 
long-term  care  insurance,  using  a  401(k)  ac- 
count that  can  be  funded  through  a  cafeteria 
plan  under  existing  tax  rules. 

DEFRA  Restrictions:  The  Deficit  Reduction 
Act  of  1984  (DEFRA)  greatly  restricts  the  at- 
tractiveness of  section  501(cX9)  trusts,  called 
Voluntary  Employee  Benefit  Associations  or 
VEBAs,  and  insurance  arrangements  for  pre- 
funding  retiree  medical  benefits.  Gnder  these 
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rules,  investment  income  credited  to  such 
funds  will  be  taxable  to  the  employer,  and  em- 
ployers cannot  take  medical  cost  inflation  into 
account  in  determining  deductions  for  contri- 
butions. Section  401(h)  permits  an  employer 
to  contribute  to  a  trust  for  health  benefits  up 
to  25  percent  of  the  contribution  made  to  an 
employee  pension  plan.  However,  the  limits  in 
section  401(h)  are  too  low  to  fund  accruing  lia- 
bilities in  existing  retiree  health  benefit  plans 
adequately,  much  less  expand  coverage  to 
long-term  care.  The  Task  Force  believes  that 
in  this  respect  the  changes  made  by  DEFRA 
should  be  undone  and  the  incentives  for  em- 
ployers to  pre-fund  retiree  health  benefits,  in- 
cluding long-term  care  benefits,  should  be 
restored.  Specifically,  deductible  employer  con- 
tributions to  pre-fund  retiree  medical  plans 
should  be  allowed  to  take  future  medical  in- 
flation into  account.  Also,  the  earnings  on 
funds  set  aside  for  such  benefits  should  not  be 
taxed. 

Over-Funded  Pensions:  According  to  the 
Department  of  Labor,  many  private  benefit 
pension  plans  have  surplus  assets.  Under  cur- 
rent law,  the  only  way  companies  can  now  use 
these  excess  funds  is  to  terminate  the  plans. 
In  most  cases,  the  surplus  is  not  used  for  post- 
retirement  benefits,  but  for  expansion  of  plant 
and  equipment  and  other  business  purposes. 

On  February  19,  1987,  as  part  of  a  pension 
reform  proposal,  Secretary  of  Labor  William 
Brock  advocated  allowing  employers  to  trans- 
fer all  or  part  of  the  excess  assets  in  an  over- 
funded  pension  plan  to  a  retiree  welfare  benefit 
fund  providing  health  benefits  to  current 
retirees.  The  Secretary  recommended  exempt- 
ing such  transfers  from  a  10  percent  excise  tax 
on  asset  withdrawals  and  from  current  income 
taxes. 

Legislation  to  accomplish  the  pension  re- 
forms is  currently  being  discussed  in  the  Con- 
gress. Some  members  of  the  Task  Force  con- 
sider this  proposal  premature  until  a  number 
of  questions  have  been  resolved  and  approp- 
riate safeguards  provided  to  protect  pensions 
and  retirees,  but  a  majority  of  the  Task  Force 


supports  the  proposal  allowing  tax-advantaged 
transfers  of  over-funded  pensions  into  post- 
retirement  health  and  long-term  care  benefit 
plans. 

Portability:  Given  the  mobility  of  the  work 
force,  portability  is  a  concern  in  developing 
employer-sponsored,  long-term  care  insurance. 
If  employees  contribute  to  a  group  long-term 
care  insurance  policy  and  then  move  to  another 
job,  they  will  suffer  significant  loss  if  they  can- 
not maintain  coverage  in  force  or  carry  it  to  the 
new  job. 

A  very  complex  issue,  portability  affects  pen- 
sion and  other  insurance  programs,  as  well  as 
coverage  for  long-term  care.  In  pension  pro- 
grams, this  problem  has  been  addressed 
through  plan  designs,  such  as  defined  contri- 
bution and  plan  provisions,  like  earlier  vesting 
schedules.  Portability  mechanisms  for  long- 
term  care  range  from  prorating  coverage,  to 
mandating  rights  to  convert  on  an  individual 
basis,  to  continuing  coverage  on  a  group  ba- 
sis. The  method  of  pre-funding  determines,  to 
some  extent,  the  most  effective  means  of 
providing  for  portability.  Some  currently  avail- 
able group  policies  allow  employees  to  con- 
tinue paying  for  their  own  coverage  after 
leaving  employment.  In  any  case,  it  is  impor- 
tant that  insurers  and  group  sponsors  provide 
a  means  to  convert  or  continue  group  policies 
without  tax  penalties. 

Advantages  of  Combining 
Employment-Based,  Long-Term  Care 
Insurance  with  Tax  Incentives 

Clearly,  impediments  exist  to  developing 
employment-based,  long-term  care  insurance, 
and  some  tax  provisions  further  inhibit  its  devel- 
opment. Nevertheless,  there  would  be  many  ad- 
vantages for  employees,  retirees,  and  employ- 
ers to  combining  employment  sponsorship  with 
appropriate  tax  advantages: 

Advantages  to  Employees — 

•  Employees  would  gain  the  advantage  of 
group  insurance  rates,  making  the  financ- 
ing of  long-term  care  affordable  for  a 
much  larger  number  of  people. 
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•  They  would  benefit  from  tax-free  interest 
accumulation  in  the  insurance  policy. 

•  They  could  gain  further  tax  benefits  if  the 
payout  of  pension  benefits  used  for  long- 
term  care  insurance  were  not  taxed. 

•  They  could  more  easily  buy  coverage  at 
an  age  when  they  are  less  likely  to  be  ex- 
cluded for  health  reasons. 

•  They  would  be  covered  during  their  work- 
ing years,  as  soon  as  they  begin  paying 
premiums. 

•  They  could  protect  their  spouses. 

Advantages  to  Retirees — 

•  Present  and  future  retirees  would  have  the 
same  opportunity  to  make  pre-tax  trans- 
fers from  their  retirement  accounts  to  pay 
for  long-term  care  insurance. 

•  They  would  not  pay  taxes  on  benefit  pay- 
ments from  long-term  care  policies. 

Advantages  to  Employers — 

•  Employers  could  choose  whether  or  not 
to  make  additional  contributions  without 
creating  additional  tax  consequences. 

•  They  could  continue  to  use  existing  retire- 
ment financing  mechanisms. 

•  They  could  keep  long-term  care  financing 
separate  from  post-retirement  acute-care 
financing  problems. 

PROMOTING  LONG-TERM  CARE 
INSURANCE  THROUGH  EXISTING 
POST-RETIREMENT  PROGRAMS 

The  Task  Force  has  developed  a  proposal 
to  encourage  and  facilitate  offering  employer- 
sponsored,  long-term  care  insurance.  The 
proposal  would  permit  employees  the  option 
to  direct  that  vested  pension  benefits,  includ- 
ing IRAs,  be  used  to  purchase  long-term  care 
insurance.  This  proposal  offers  one  way  to  es- 
tablish employment-based,  long-term  care 
insurance.  Other  important  approaches  in- 
clude converting  life  insurance  policies 
and/or  disability  policies,  expanding  basic 
health  care  coverage,  and  broadening  the 
spectrum  of  cafeteria-plan  options.  The  Task 
Force's  purpose  here  is  to  identify  a  new  and 
promising  approach  for  pre-funding  long- 


term  care  financing  needs. 

Some  members  of  the  Task  Force  support 
the  search  for  innovative  financing  of  long- 
term  care  services,  but  do  not  want  to  recom- 
mend changes  to  post-retirement  programs 
until  more  is  known  about  the  adequacy  of 
income  after  retirement.  These  members 
emphasized  that  pension  programs  offer  the 
promise  of  post-retirement  security,  and  they 
felt  that  the  Task  Force  should  move  more 
slowly  in  recommending  changes  to  the 
retirement  system.  Other  members  consi- 
dered it  more  important  to  give  people  a 
greater  range  of  opportunities  to  protect 
themselves  from  the  often  ruinous  costs  of 
financing  long-term  care  services. 

Proposal 

Under  this  proposal,  individuals  could 
make  tax-free  transfers  of  vested  funds  in 
pension  plans,  IRAs,  and  other  retirement 
programs  to  buy  long-term  care  insurance  for 
themselves  and  for  their  spouses.  Long-term 
care  benefits  paid  by  the  insurance  would  be 
excluded  from  income  for  tax  purposes.  The 
build-up  of  reserves  under  the  insurance  con- 
tract would  not  be  taxed,  just  as  it  is  not  taxed 
in  the  pension  fund.  All  individuals  with  vest- 
ed retirement  accounts  (IRA,  Keogh,  401(k), 
and  the  like) — whether  or  not  they  were 
employment-based — would  be  eligible  to 
make  such  transfers,  both  before  and  after 
retirement. 

Program  Advantages 

Advantages  of  employment-based,  long- 
term  care  insurance  have  been  listed  earlier 
in  this  chapter.  This  proposal  emphasizes 
that  retirement  benefits  and  other  assets  and 
income  need  to  cover  all  costs  of  living  for 
retired  people.  The  potential  cost  of  long- 
term  care  services  is  as  much  a  budget  item 
as  food  or  clothing.  There  has  been  a  tenden- 
cy in  retirement  financing  to  ignore  this 
potential  cost.  Relating  long-term  care  insur- 
ance to  pension  plans  and  other  methods  of 
pre-fundinc  retirement  income  is  a  means  of 
planning  for  all  post-retirement  costs. 
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Employees  who  participated  in  this  type 
of  program  would  reduce  post-retirement 
premiums  significantly.  The  tax-free  internal 
build-up  of  long-term  care  insurance  pools 
and  the  lower  premiums  for  purchasing  at  a 
younger  age  result  in  lower  premiums  after 
retirement  than  if  people  wait  to  buy  insur- 
ance until  that  time.  Some  analysts  have 
questioned  whether  pensions  are  large 
enough  to  permit  redirecting  a  portion  of 
these  benefits  to  pay  premiums  for  long-term 
care  insurance.  Tables  2-4  show  that  retire- 
ment income  is  increasingly  available.  The 
proposal  can  address  the  concern  that  private 
insurance  may  not  be  a  viable  method  of 
financing  long-term  care  services  for  work- 
ing people  by  reducing  premium  cost  and 
focusing  on  the  importance  of  long-term  care 
as  a  post-retirement  financial  issue. 

Tax  Consequences  for  the  Employee 

Favorable  tax  treatment  of  long-term  care 
insurance  reserves,  as  described  earlier  in 
this  chapter,  will  facilitate  transfer  of  vested 
pension  funds  into  long-term  care  insurance 
policies.  Since  long-term  care  insurance 
reserves  are  not  taxed  as  they  accumulate, 
and  the  earnings  on  pension  funds  are  tax- 
deferred,  no  adverse  tax  consequence  occurs 
upon  transfer  from  one  vehicle  to  the  other. 
Meanwhile,  employees  benefit  because 
favorable  tax  treatment  of  reserves  enhances 
the  value  of  contributions  made  during  their 
working  life. 

Without  this  tax-favored  treatment  for 
long-term  care  insurance  reserves,  there  is  an 
incentive  for  workers  to  accumulate  assets  in 
pension  plans  and  to  self-insure  for  long-term 
care.  Since  risk  pooling  at  younger  ages  is 
more  efficient  than  waiting  until  individuals 
are  65,  society  is  worse  off  if  workers  decide 
to  self-insure  until  that  age  and  postpone 
buying  long-term  care  insurance. 

Favorable  treatment  benefits  individuals  in 
several  ways.  If  long-term  care  insurance 
reserves  accumulate  tax-free,  funds  can  grow 


at  the  same  rate  as  if  they  remained  in  pen- 
sion funds  or  other  retirement  accounts.  Un- 
taxed internal  reserves  are  also  estimated  to 
yield  premiums  30  to  50  percent  lower  than 
taxed  reserves.4  If  premiums  were  not  taxed 
before  or  after  retirement,  someone  in  the  15 
percent  bracket  would  receive  an  18  percent 
tax  advantage  since  monies  paid  out  of  a 
retirement  fund  are  normally  taxable.5  Fi- 
nally, for  those  people  who  require  long-term 
care,  the  benefits  paid  by  the  insurance  com- 
pany would  not  be  taxable  income.  This  fea- 
ture preserves  the  tax  savings  achieved  by 
not  taxing  premium  payments. 

Federal  Revenue  Consequences 

The  transfer  of  vested  retirement  funds  to 
pay  long-term  care  insurance  premiums  and 
the  internal  build-up  of  insurance  funds  do 
not  reduce  the  Federal  revenue  base  because 
the  funds  involved  are  already  exempt  from 
taxation  until  paid  to  the  retiree.  The  incen- 
tives for  employees  to  use  their  vested  retire- 
ment funds  to  buy  long-term  care  insurance 
result  from  foregone  tax  revenues,  but  the  ac- 
tual loss  to  the  Treasury  does  not  occur  un- 
til after  the  worker  retires  and  retirement 
benefits  are  distributed.  Since  the  average 
age  of  workers  today  is  35,  most  of  the 
revenue  loss  will  be  spread  over  30  years,  as- 
suming no  more  than  3  percent  of  the  work 
force  will  retire  in  any  one  year.6 

For  every  dollar  transferred  from  pension 
benefits  to  long-term  care  insurance,  the 
revenue  loss  will  be  20  cents,  spread  over  30 
years.7  There  is  no  additional  revenue  loss 
from  not  taxing  insurance  benefits  paid  be- 
cause the  tax  loss  has  already  occurred  in  not 
taxing  the  retirement  fund  distribution. 

Offsetting  the  revenue  loss  to  the  Federal 
government  will  be  potential  Medicaid  pro- 
gram savings.  Studies  estimating  the  poten- 
tial for  long-term  care  insurance  purchase 
and  projected  Medicaid  expenditures  indi- 
cate that  net  Federal  revenue  savings  are  pos- 
sible (see  Table  1). 
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Table  1— FEDERAL  REVENUE  IMPACT 

Federal  revenue  reduction 

Elderly  population,  2016-202CM 

Percent  covered  by  Pension/Li C  insurance  program  b 

Number  of  people  covered  whose  taxes  are  reduced  (43.5  x  .63) 

Tax  revenue  effect 

Average  reduction  in  income  c 

Average  tax  rate 

Estimated  Federal  tax  loss 
per  individual  ($300  x  .20)  c 


$300 

20  percent 


$  6 
0 
Estimated  loss  of  Federal  tax  revenue  c  ($60  x  27.4  million) 

Federal  expenditure  reduction 

Medicaid  nursing  home  expenditures  2016-2020  a 
Federal  share  of  Medicaid  expenditures 
Projected  reduction  in  Medicaid  expenditures 

due  to  insurance  coverage  d 
Estimated  Medicaid  savings  ($46.2  x  .6  x  .124)  c 

Net  increase  in  Federal  revenues 

Estimated  Medicaid  savings 
Estimated  loss  of  Federal  tax  revenue 
Net  savings  to  the  Federal  government 


43.5  million 

63  percent 

27.4  million 


$   1.644  billion 

$46.2  billion 
60  percent 

12.4  percent 
$  3.437  billion 

$  3.437  billion 
$  1.644  billion 
$   1.793  billion 


Joshua  Wiener  and  David  Kennell,  Catastrophic  Long-Term  Care  Insurance:  A  Public/Pri- 
vate Partnership,  Report  prepared  for  the  Task  Force  on  Long-Term  Health  Care  Policies, 
May  1987,  Table  3. 

Assumes  individuals  30  and  over  purchase  coverage  at  no  more  than  1  percent  of  income. 
Department  of  Health  and  Human  Services,  Technical  Work  Group  on  the  Private  Financing 
of  Long-Term  Care  for  the  Elderly,  "Report  to  the  Secretary  on  Private  Financing  of  Long- 
Term  Care  of  the  Elderly"  (Washington,  D.C.,  November  1986),  p.  3-242. 
Estimates  are  in  1987  dollars. 
Table  3-19  of  "Report  to  the  Secretary." 


Spousal  Coverage 

The  proposal  permits  employees  to  elect 
coverage  for  spouses.  This  feature  not  only  im- 
proves long-term  care  coverage  over  most  in- 
dividual policies  available,  but  expands  the 
number  of  people  who  can  be  covered  by  pri- 
vate long-term  care  insurance  to  include  the 
non-working  spouse  or  the  spouse  without 
retirement  fund  coverage. 

Program  Requirements 

To  obtain  the  advantages  of  using  pre-tax 
pension  funds  to  purchase  long-term  care  in- 
surance, as  recommended,  would  depend  on 
meeting  certain  minimum  standards.  First, 


long-term  care  policies  would  have  to  be 
guaranteed  renewable.  Several  members  of 
the  Task  Force  objected  to  this  requirement 
because  they  felt  it  would  significantly  inhibit 
the  development  of  the  market,  but  the  majori- 
ty agreed  that  less  protection  for  the  worker 
would  be  unacceptable.  This  protection  is  es- 
pecially critical  for  workers  paying  premiums 
from  retirement  funds  subject  to  ERISA  and 
protected  by  the  Pension  Benefit  Guarantee 
Corporation.  A  discussion  of  the  renewability 
issue  is  included  in  Chapter  V. 

Second,  long-term  care  insurance  would  be 
prohibited  from  haying  a  cash  or  loan  value. 
This    provision    makes    the    tax    conse- 
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quences  simpler  because  the  policy  then 
represents  pure  insurance,  not  an  investment 
vehicle.  In  addition,  attempting  to  establish  a 
cash  or  loan  value  for  a  health  insurance 
benefit  is,  in  any  case,  problematical. 

Third,  the  Task  Force  agreed  that  upon  leav- 
ing employment,  a  worker  must  be  permitted 
to  continue  the  policy.  There  are  several  ap- 
proaches to  resolving  portability  concerns.  It 
is  possible  and  even  likely  that  group  policies 
will  provide  portability  methods  besides  con- 
tinuation at  the  employee's  expense,  but  that 
level  of  protection  should  be  the  minimum 
provided. 

Potential  Coverage 

Participation  in  pension  plans  will  deter- 
mine whether  people  can  obtain  long-term 
care  insurance  under  the  Task  Force  proposal. 
Among  workers  aged  25  to  64  who  work  half- 
time  or  more  for  at  least  1  year,  70  percent 
participate  in  employment-related  pension 
plans.8  Not  all  pensions  are  vested,  however. 
Only  67  percent  of  private  sector  employees 
aged  45-54  were  vested  in  1979.9  Since  Fed- 
eral law  now  requires  vesting  in  5  years,  the 
percentage  of  vested  employees  is  increasing. 
In  the  public  sector,  for  example,  which  offered 
early  vesting  provisions  before  most  private 
plans,  84  percent  of  employees  aged  55-59 
were  vested  in  1979. 10  On  balance,  about  70 
percent  of  the  work  force  seems  likely  to  par- 
ticipate in  vested  pension  plans  sometime 
during  their  working  years  and  thus  become 
able  to  buy  long-term  care  insurance  through 
employment-based  arrangements.11 

Non-employees  and  retirees  who  have  Keogh 
plans,  IRAs,  or  other  retirement  accounts 
would  also  be  eligible  to  purchase  long-term 
care  insurance  with  their  vested  funds.  In  fact, 
all  individuals  who  have  fixed-contribution 
and/or  fixed-benefit  plans  could  take  advan- 
tage of  this  proposal  both  before  and  after 
retirement. 

The  following  tables  provide  insights  into 
the  possible  extent  of  coverage  of  long-term 
care  insurance  tied  to  pension  plans.12  Tables 
2  and  3  estimate  the  effect  of  tax  reform  on 


future  retirees  by  type  of  pension  plan.  They 
break  down  the  likelihood  of  pension  pay- 
ments by  marital  status  and  sex.  The  percen- 
tage of  women  eligible  for  pensions  increases 
dramatically  between  workers  born  in  the 
Depression  and  aged  50-59  in  1985  and  the 
Baby  Boom  generation  aged  30-39  in  1985. 
Men  in  the  two  age  groups  also  show  an  in- 
crease in  coverage,  with  over  70  percent  of 
married  men  and  just  under  70  percent  of  un- 
married men  in  the  Baby  Boom  generation 
likely  to  receive  pensions. 

Table  4  shows  the  sources  of  various  retire- 
ment income  by  age  group.  Each  younger  co- 
hort will  rely  more  heavily  on  pensions  and 
IRAs  to  meet  retirement  needs  than  the  next 
older  age  group.  These  data  suggest  that  pre- 
funding  of  retirement  needs  will  become  more 
and  more  prevalent  as  time  passes.  The  reduc- 
tion in  the  percentage  of  people  who  will  have 
to  rely  on  SSI  payments  also  suggests  that 
more  people  will  have  independent  means  to 
finance  their  retirement  needs. 

Finally,  if  pension  payments  are  tax-free 
when  used  by  workers  to  finance  long-term 
care  insurance,  it  is  a  logical  corollary  that  re- 
tired people  should  have  similar  advantages 
if  they  use  retirement  income  for  the  same 
purpose. 

OPTIONS  FOR  UTILIZING  LIFE  AND 
DISABILITY  INSURANCE  CONTRACTS 

The  Task  Force  believes  that  the  tax  treat- 
ment of  long-term  care  insurance  endorsed  in 
previous  sections  makes  possible,  and  indeed 
could  encourage,  several  other  financing  ar- 
rangements. 

Life  Insurance  Policies 

Life  insurance  policies  provide  an  especial- 
ly promising  vehicle  for  financing  long-term 
care  insurance  with  little  loss  of  Federal 
revenues.  There  are  many  possible  innovative 
designs.  One  example,  which  resembles  tax- 
free  transfer  of  vested  funds  in  pension  plans, 
is  tax-free  withdrawals  of  life  insurance  contract 
cash  values  to  purchase  long-term  care  in- 
surance. 
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Table  2  a 

Future  Pension  Recipiency  at  Age  67  Among  Older  Workers 

(Aged  50-59  in  1985)  Before  and  After  Tax  Reform  by  Type 

of  Benefit  and  Marital  Status 

Percent  receiving  Married  Men Unmarried  Men 

benefits  from  Before  Reform  After  Reform  Before  Reform  After  Reform 

Defined  benefit  plan  (DB)  only  36.8%  35.6%  27.9%  27.2% 

Defined  contribution  11.0  11.3  12.1  12.7 

(DC)  plan  only 

Both  DB  and  DC  plans  16.4  18.8  19.3  20.7 

Total  recipiency  64.3  65.7  59.2  60.5 

Percent  receivinq  Married  Women  Unmarried  Women 

benefits  from  Before  Reform  After  Reform  Before  Reform  After  Reform 

Defined  benefit  plan  (DB)  only  14.9%  16.0%  15.7%  16.3% 

Defined  contribution  6.1  6.8  9.0  8.1 

(DC)  plan  only 

Both  DB  and  DC  plans  5.9  6.3  10.4  12.1 

Total  recipiency  26.9  29.1  35.1  36.6 

a  Employee  Benefit  Research  Institute,  "Preliminary  Results  from  the  Pension  and  Retire- 
ment Microsimulation  Model"  (Washington,  DC,  1986). 

Table  3  a 

Future  Pension  Recipiency  at  Age  67  Among  the  Baby  Boom 

(Aged  30-39  in  1985)  Before  and  After  Tax  Reform  by 

Type  of  Benefit  and  Marital  Status 

Percent  receiving  Married  Men Unmarried  Men 

benefits  from  Before  Reform  After  Reform  Before  Reform  After  Reform 

Defined  benefit  plan  (DB)  only  34.3%  32.0%  36.3%  33.0% 

Defined  contribution  12.7  15.0  10.5  11.5 

(DC)  plan  only 

Both  DB  and  DC  plans  22.5  26.7  16.6  24.6 

Total  recipiency  69.4  73.8  63.4  69.1 

Percent  receiving  Married  Women Unmarried  Women 

benefits  from Before  Reform  After  Reform  Before  Reform  After  Reform 

Defined  benefit  plan  (DB)  only  24.4%  25.2%  21.7%  24. 1  % 

Defined  contribution  10.6  16.8  11.5  16.8 

(DC)  plan  only 

Both  DB  and  DC  plans  7.9  13.7  10.5  14.0 

Total  recipiency  42.7  55.7  43.7  54.9 

a  Employee  Benefit  Research  Institute,  "Preliminary  Results  from  the  Pension  and  Retire- 
ment Microsimulation  Model"  (Washington,  DC,  1986). 
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Table  4  a 

Percent  of  Future  New  Retiree  Families 

with  Retirement  Income  from  Various  Sources 


1979  Cohort 

Income  Source 

25-34 

35-44 

45-54 

55-64 

Social  Security 

96 

93 

90 

86 

Pensions 

63 

61 

57 

48 

Earnings 

29 

37 

25 

35 

Individual  Retirement  Account  Savings 

41 

37 

24 

3 

Supplemental  Security  Income 

3 

6 

8 

11 

a  Employee  Benefit  Research  Institute,  "Preliminary  Results  from  the  Pension  and  Retire- 
ment Microsimulation  Model"  (Washington,  DC,  1986). 


Another  financing  vehicle  using  life  insur- 
ance is  a  long-term  care  rider  to  a  life  insur- 
ance policy.  The  rider  could  be  designed  so 
that  the  face  amount  or  a  monthly  benefit 
would  be  paid  upon  the  occurrence  of  an 
event  that  is  expected  to  be  permanent,  like 
confinement  to  a  nursing  home.  Current 
Federal  tax  law,  however,  establishes  limits 
on  the  level  of  premium  payments  and/or  ac- 
cumulation of  cash  values  in  life  insurance 
policies.  Although  the  law  allows  a  life  insur- 
ance contract  to  pre-fund  certain  benefits  in 
addition  to  life  insurance,  such  as  disability 
waiver  benefits,  long-term  care  benefits  are 
not  included. 

Total  funding  for  life  and  long-term  care 
benefits  under  a  single  contract  could  ac- 
cumulate only  up  to  the  statutory  limits  for 
life  benefits.  This  level  might  not  be  high 
enough  to  provide  necessary  benefits  and 
could,  therefore,  be  a  fertile  arena  for  legis- 
lators to  explore. 

Pension  Annuities  with  Long-Term 
Care  Contingencies 

If  long-term  care  insurance  might  be  a 
contingent  benefit  under  a  life  insurance 
contract,  as  described  above,  it  might  also 
be  a  contingency  built  into  a  pension  annui- 
ty. Retirees  currently  have  a  choice  of  actu- 
arially equivalent  options  for  pension 
distribution  at  retirement,  for  example,  a 


joint  and  survivor  annuity  or  a  life  annuity. 
As  an  additional  distribution  option,  an  ac- 
tuarially equivalent  annuity  with  long-term 
care  contingent  benefit  could  be  offered.  Un- 
der this  option,  a  retiree  would  elect  a  lower 
initial  retirement  annuity  in  exchange  for  a 
higher  monthly  annuity  in  the  event  a  long- 
term  care  contingency  occurs.  Although  it 
may  require  a  modification  of  current  Inter- 
nal Revenue  Service  regulations  limiting  set- 
tlement options  in  qualified  plans  to  those 
that  primarily  provide  retirement  income, 
this  option  would  be  attractive  in  the  present 
tax  environment  since  it  could  be  done  on 
a  revenue  neutral  basis.  If  viewed  simply  as 
a  variation  in  the  level  of  pension  income, 
all  annuity  payments  could  remain  taxable, 
just  as  under  present  law.  This  arrangement 
would  clearly  be  more  attractive,  however, 
if  a  tax-free  change  were  permitted,  under 
which  the  higher  annuity  amount  payable 
would  become  a  non-taxable  benefit  if  a 
long-term  care  contingency  occurs. 

Disability  Policies 

The  tax  treatment  of  long-term  care  insur- 
ance reserves  recommended  by  the  Task 
Force  would  facilitate  the  conversion  of  dis- 
ability policies  to  long-term  care  insurance  or, 
alternatively,  the  addition  of  riders  for  long- 
term  care  insurance  to  disability  policies.  The 
Task  Force  recognizes  that  there  would  be 
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administrative  problems  in  using  disability 
insurance  policies  as  a  vehicle  for  long-term 
care  insurance,  as  well  as  questions  of  how 
smoothly  the  age  of  termination  of  the  dis- 
ability benefit  would  mesh  with  the  conver- 
sion to  a  long-term  care  benefit.  Never- 
theless, adopting  the  provision  already  dis- 
cussed to  waive  taxing  the  reserves  of  long- 
term  care  insurance,  the  Task  Force  believes, 
would  make  it  more  feasible  to  convert  disa- 
bility income  policies  into  long-term  care  in- 
surance policies. 

OTHER  TAX  INCENTIVES 

The  Task  Force  examined  a  number  of 
other  proposals  for  tax  incentives  to  en- 
courage long-term  care  insurance.  Lacking 
estimates  on  the  possible  revenue  loss  result- 
ing from  enactment  of  these  proposals,  the 
Task  Force  does  not  specifically  endorse  any 
of  them.  However,  subject  to  government  fis- 
cal restraints,  cost  estimates  from  the  Con- 
gressional Budget  Office,  and  consistency 
with  the  Tax  Reform  Act  of  1986,  the  Task 
Force  does  believe  that  the  following  two 
proposals  are  viable  methods  of  expanding 
the  market  for  long-term  care  insurance  or 
stimulating  private  savings. 

Individual  Medical  Accounts 

The  Task  Force  carefully  reviewed  the  is- 
sue of  Individual  Medical  Accounts  (IMA's)  as 
a  vehicle  for  long-term  care.  IMA's  are  tax- 
favored  savings  mechanisms,  similar  to  In- 
dividual Retirement  Accounts  (IRAs),  except 
that  use  of  the  funds  accumulating  tax-free 
in  the  accounts  is  limited  to  the  purchase  of 
long-term  care  insurance  or  long-term  care 
services. 

The  Task  Force  felt  that  the  "pure"  IMA 
would  have  very  limited  appeal  for  two  rea- 
sons. First,  IRAs  show  relatively  low  partici- 
pation. Only  about  16  percent  of  returns  filed 
in  1985  claimed  IRA  deductions.13  Because 
IRAs  can  be  used  for  a  wide  range  of  pur- 
poses, and  IMAs  would  be  limited  to  long- 
term  care  costs,  most  people  seem  likely  to 
prefer  IRAs  rather  than  IMAs.  Since  the  Tax 
Reform  Act  of  1986  significantly  reduced  the 


marginal  tax  rate  for  most  people,  the  appeal 
of  an  IMA  would  be  less  now  than  before  Tax 
Reform.  Further,  some  Task  Force  members 
were  concerned  that  most  of  the  purchasers 
would  be  upper  income  people.  Since  rela- 
tively few  middle  and  lower  income  persons 
would  take  advantage  of  the  IMA,  it  was  ar- 
gued that  the  loss  in  revenues  would  benefit 
primarily  the  wealthy. 

The  Department  of  Health  and  Human 
Services  proposed  a  different  approach  to  the 
IMA  in  its  Report  on  Catastrophic  Illness.  Un- 
der the  proposal,  people  would  be  allowed 
to  deposit  a  given  amount  of  money  annu- 
ally into  an  IMA.  Interest  accumulations 
would  not  be  taxed,  and  withdrawals  would 
not  be  taxed  or  penalized  as  long  as  they 
were  used  for  nursing  home  care.  The  prin- 
cipal and  half  the  interest  could  be  used  to 
pay  for  nursing  home  expenses  incurred  af- 
ter age  65.  The  remainder  of  the  interest 
would  buy  additional  nursing  home  care  or 
long-term  care  insurance  for  the  IMA  holders 
who  had  exhausted  the  balance  in  their  per- 
sonal accounts.14 

This  proposal  is  unlike  the  "pure"  IMA 
since  it  combines  the  IMA  with  insurance. 
The  Task  Force  generally  supports  this  ap- 
proach, although  some  members  of  the  Task 
Force  took  the  position  that  the  modified 
IMA  also  lacked  attractiveness  for  most  in- 
dividuals and  would  still  benefit  primarily  the 
wealthy.  However,  the  Task  Force  believes  that 
the  IMA  combined  with  insurance  may  well 
be  a  viable  approach  to  financing  long-term 
care. 

Tax  Credits 

A  tax  credit  for  long-term  care  insurance 
premiums  like  that  proposed  by  the  Depart- 
ment of  Health  and  Human  Services  would 
encourage  more  low  and  middle  income  in- 
dividuals to  purchase  insurance.  It  is  not 
clear,  however,  whether  the  tax  credit  by  it- 
self would  entice  people  to  buy  long-term 
care  insurance  enough  to  warrant  the  prob- 
able loss  of  Federal  revenues.  A  tax  credit 
would  also  involve  administrative  difficulties, 
like    identifying    which    policies    should 
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qualify  for  the  credit.  Further,  many  retired 
individuals  do  not  need  to  file  income  tax 
returns  and  would,  therefore,  be  unable  or 
unlikely  to  take  advantage  of  a  tax  credit. 
Nevertheless,  the  Task  Force  felt  that  tax 
credits  for  premiums  paid  by  individuals  had 
some  potential  to  enhance  the  marketing  of 
long-term  care  insurance  and  warranted  con- 
sideration. 

State  Efforts 

Legislation  enacted  in  Colorado  during 
1986  gave  insurance  companies  a  1  percent 
reduction  in  their  premium  tax  rate  on  long- 
term  care  insurance  policies  and  allowed  con- 
sumers a  deduction  on  their  State  income  tax 
equal  to  the  premiums  spent  on  long-term 
care  insurance  policies.15  Colorado  also 
enacted  legislation  to  permit  the  interest  on 
IMAs  to  accumulate  tax-free  on  a  maximum 
deposit  of  $2,000  per  year  for  each  account 
holder.  Although  the  Task  Force  believes  that 
relatively  low,  or  non-existent,  State  income 
taxes  make  these  financial  incentives  less 
powerful  than  ones  on  the  Federal  level,  it  be- 
lieves that  such  actions  make  a  positive  state- 
ment to  consumers  on  the  importance  the 
State  attaches  to  long-term  care  insurance 
and  encourages  insurance  companies  to  sell 
such  insurance  within  the  State. 
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Chapter  VII 

MARKET  DEVELOPMENT 

All  of  the  products  that  exist  are  in  essence 
"experimental",  in  that  our  industry  is  build- 
ing its  information  base  as  it  goes.  The 
products  that  exist  today  were  designed  prin- 
cipally to  address  and  minimize  to  the  extent 
possible,  the  anticipated  impact  of  anti- 
selection,  insurance-induced  demand,  and 
Long  Term  Care  cost  inflation.1 

INTRODUCTION 

The  development  of  long-term  care  insur- 
ance involves  selecting  from  a  wide  range  of 
services,  with  almost  no  experiential  data  on 
use  by  an  insured  population,  in  a  market 
that  is  extremely  sensitive  to  price.  It  is  sur- 
prising, given  the  number  of  difficult  issues, 
that  so  many  insurance  companies  have  en- 
tered the  market.2  The  challenge  is  to  pro- 
vide as  broad  coverage  as  possible,  at  as  low 
a  cost  as  possible,  to  attract  as  many  people 
willing  to  buy  long-term  care  insurance  as 
possible. 

A  number  of  analysts  and  study  groups 
have  identified  and  addressed  specific  obsta- 
cles to  developing  and  marketing  long-term 
care  insurance.3  This  chapter  considers  is- 
sues of  policy  design  and  cost  that  apply  to 
all  long-term  care  insurance  vehicles:  lack  of 
data,  level  of  care,  setting  of  care,  manage- 
ment of  care,  induced  demand,  and  adverse 
selection. 

These  issues  are  not  wholly  separable  from 
issues  of  consumer  protection  or  lack  of  pub- 
lic awareness  and  demand.  Specifically,  due 
to  lack  of  experience  and  data,  long-term 
care  insurance  may  need  to  restrict  eligibili- 
ty and  coverage  more  than  some  other  cover- 
ages to  keep  premiums  affordable.  In  some 
cases,  however,  restrictions  and  limitations 
may  be  so  severe  they  render  the  policy  use- 
less or  incomprehensible  to  consumers.  In- 
surance coverage  must  be  structured  to  offer 
affordable  premiums  while  providing  a 
reasonable  level  of  protection  in  both  appear- 
ance and  reality. 


LACK  OF  DATA 

On  May  21  and  22,  1987,  the  Department 
of  Health  and  Human  Services  (DHHS)  con- 
vened a  National  Conference  on  Long  Term 
Care  Data  Bases.  Over  230  persons  attended 
the  conference,  including  more  than  30  in- 
surance industry  representatives.  The  confer- 
ence culminated  efforts  by  the  Task  Force 
and  DHHS  to  make  information  on  long-term 
care  data  more  readily  available  to  the  insur- 
ance industry. 

Good  data  are  essential  to  insurers  in- 
terested in  selling  long-term  care  policies. 
Demographic  and  other  factual  information 
helps  insurers  decide  whether  to  enter  the 
market.  It  also  enables  them  to  set  premiums 
high  enough  to  avoid  severe  financial  loss, 
but  not  so  high  as  to  make  the  policy  un- 
affordable.  Such  data  are  difficult  to  find, 
however. 

Although  DHHS  generally  cooperated  with 
the  insurance  industry  whenever  possible, 
several  insurers  expressed  concern  about  the 
lack  of  dialogue  on  long-term  care  data.  To 
help  alleviate  this  concern,  the  Task  Force 
staff  arranged  a  meeting  in  December  1986 
between  a  small  group  of  insurance  represen- 
tatives and  DHHS  experts  on  long-term  care 
data.  The  meeting  helped  insurance 
representatives  understand  some  of  the 
DHHS  surveys  better  and  helped  establish 
more  cooperation  between  DHHS  and  the  in- 
dustry. Insurers  and  data  experts  from  the 
Veterans  Administration  held  a  similar  meet- 
ing in  June  1987. 

These  meetings  were  a  good  start,  but 
were  necessarily  limited  to  small  groups. 
DHHS  officials  decided  to  sponsor  the  larg- 
er conference  in  May  to  include  persons  in- 
volved in  long-term  care  research  as  well  as 
insurance  actuaries.  The  objectives  of  the 
conference  were  the  following: 

•  To  share  technical  information  regarding 
data  base  documentation  of  a  number  of 
long-term  care  studies  and  demonstrations. 

•  To  share  results  of  ongoing  analytic  work 
employing  these  data  bases. 
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•  To  demonstrate  the  potential  of  these  data 
bases  for  assisting  employers,  insurance  car- 
riers, continuing  care  retirement  communi- 
ties, and  State  agencies  in  projecting 
long-term  care  service  needs  and  costs.4 
The  conference  focused  on  four  major  long- 
term  care  data  bases: 

•  The  1982  and  1984  National  Long  Term 
Care  Surveys. 

•  The  National  Long  Term  Care  Channeling 
Demonstration. 

•  National  Health  Interview  Survey:  1984 
Supplement  on  Aging. 

•  The  1985  National  Nursing  Home  Survey. 
The  Task  Force  strongly  supports  the  objec- 
tives of  this  conference  and  applauds  the  ef- 
forts made  by  DHHS.  It  recommends  con- 
ducting such  conferences  periodically,  as  new 
surveys  are  instituted. 

Some  concern  has  been  expressed  about  de- 
lays in  releasing  survey  data,  particularly  the 
1985  National  Nursing  Home  Survey.  This  sur- 
vey was  important  because  development  of 
long-term  care  insurance  policies  relied  on  data 
from  a  now  dated  1977  National  Nursing 
Home  Survey.  The  Task  Force  greatly  appreci- 
ates the  cooperation  of  the  National  Center  for 
Health  Statistics  (NCHS)  in  making  the  tapes 
of  the  1985  National  Nursing  Home  Survey 
available  to  the  Health  Care  Financing  Ad- 
ministration (HCFA)  actuary  in  an  expedient 
fashion  for  the  project  dealing  with  incidence 
and  length  of  stay  in  nursing  homes  which  is 
discussed  in  Chapter  V.  It  is  essential  to  balance 
the  two  concerns:  the  legitimate  methodo- 
logical problems  that  must  be  resolved  before 
data  can  be  made  public  and  the  needs  of  in- 
surers and  researchers  who  depend  on  timely 
receipt  of  survey  data.  The  Task  Force  recom- 
mends releasing  future  Federal  and  State  data 
as  quickly  as  possible  and  warning  users  that 
relatively  minor  changes  may  be  forthcoming 
due  to  ongoing  validations. 

The  Task  Force  also  recommends  that  in 
planning  new  surveys  on  long-term  care,  the 
DHHS  consult  with  the  insurance  industry,  con- 
sumer and  advocacy  organizations,  the  Nation- 
al Association  of  Insurance  Commissioners, 


and  the  States  on  questions  that  might  be 
helpful  in  developing  long-term  care  insurance 
policies  and  understanding  other  financial  con- 
cerns like  depletion  of  assets.  While  financial 
and  other  considerations  may  certainly  limit 
the  questions  included,  the  Task  Force  believes 
these  sources  offer  useful  perspectives  on  the 
data  that  would  help  develop  a  more  complete 
understanding  of  long-term  care  and  enable 
researchers  to  study  alternatives  to  Medicaid 
"spend  down." 

The  Society  of  Actuaries  is  investigating  the 
possibility  of  initiating  an  experience  study  on 
long-term  care.  For  many  years,  the  Society  has 
been  performing  such  studies  on  other  insur- 
ance issues,  by  eliciting  and  analyzing  data 
from  insurance  companies.  If  the  Society  de- 
cides to  perform  this  study,  as  anticipated,  the 
pooled  information  could  be  invaluable  to  in- 
surance companies  seeking  data  on  long-term 
care.  The  Task  Force  endorses  the  Society's  ef- 
forts to  collect  data  from  the  insurance  indus- 
try and  strongly  urges  insurers  involved  with 
long-term  care  insurance  to  cooperate.  In  ad- 
dition, the  Task  Force  recommends  that  Fed- 
eral and  State  governments  consider  providing 
their  non-confidential,  long-term  care  data  to 
the  Society  for  inclusion,  as  appropriate,  with 
the.  insurance  information. 

Actuaries  from  the  Health  Care  Financing 
Administration  provided  the  Task  Force  with 
assistance  that  could  help  the  Society  of  Ac- 
tuaries in  this  regard.  Using  data  from  the  1985 
National  Nursing  Home  Survey,  they  developed 
a  set  of  tables  relating  to  nursing  home  utili- 
zation (see  Appendix  A-5).  These  tables  pro- 
vide information  on  incidence  and  length  of 
stay  in  nursing  homes  by  age  and  sex. 

In  dealing  with  possible  alternatives  to 
"spend  down,"  the  Task  Force  quickly  learned 
about  the  paucity  of  good  data.  Many  assump- 
tions had  to  be  made  with  little  valid  informa- 
tion as  to  the  reliability  of  the  data.  For 
example,  the  length  of  time  that  people  take 
to  "spend  down"  their  assets  to  Medicaid  lev- 
els was  unclear.  The  relatively  poor  quality  of 
Medicare  data  considerably  impeded  the  Task 
Force  in  this  effort. 
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HCFA  obtains  most  of  its  Medicaid  data  from 
aggregate  reports  prepared  by  State  Medicaid 
agencies.  These  data  have  been  criticized  for 
being  fragmented,  inconsistent,  unreliable,  and 
out-of-date.  Having  instituted  a  voluntary  com- 
puterized system  called  MEDSTAT  in  1984, 
HCFA  is  now  considering  an  expanded  MED- 
STAT system.  While  the  Task  Force  believes 
that  MEDSTAT  might  be  a  valuable  data 
source,  it  urges  HCFA  and  the  State  Medicaid 
directors  to  make  certain  that  the  forms  used 
and  the  data  reported  by  the  States  lend  them- 
selves to  analyzing  "spend  down"  and  other  is- 
sues relevant  to  insurers  of  long-term  care 
policies. 

Whether  or  not  MEDSTAT  becomes  fully 
operational,  the  States  are  a  major  source  of 
long-term  care  data,  and  some  States,  like 
Florida,  have  begun  to  collect  individual  pa- 
tient data.  States  exchange  relatively  little  data, 
however,  and  the  Task  Force  recommends  that 
they  cooperate  in  this  area.  Cooperation  should 
help  make  data  from  different  States  more 
compatible,  thus  allowing  better  analysis,  a  de- 
velopment that  would  facilitate  studying  the 
Medicaid  "spend  down"  issue  and  marketing 
long-term  care  insurance  policies. 

LEVEL  OF  CARE 

It  is  difficult  for  any  single  financing  program 
to  provide  for  all  long-term  care  needs.  Con- 
sequently, insurance  seeks  to  define  those 
events  it  will  cover.  Acute-care  coverage  is 
predicated  on  a  specific  insurable  "event"  like 
admission  to  a  hospital  or  treatment  for  an 
acute  episode  of  an  illness.  The  chronically  ill 
and  disabled  often  experience  an  increasing 
level  of  dependence,  creating  a  need  for  serv- 
ices ranging  from  assistance  with  one  or  more 
activities  of  daily  living  to  rehabilitative  and 
skilled  nursing  care.  In  the  absence  of  a  specific 
"event,"  long-term  care  insurance  must  define 
an  entry  point  when  people  become  eligible 
for  benefits  that  is  clear  to  the  insured,  not  too 
complicated  to  administer,  and  reasonably  con- 
sistent in  its  application. 


Traditionally,  eligibility  has  depended  on  the 
level  of  care  required,  that  is,  the  need  for 
skilled,  intermediate,  or  custodial  care  in  a 
nursing  home  setting.  This  is  the  definition  of 
eligibility  used  in  Medicare  and  Medicaid.5 
Medicare  focuses  narrowly  on  skilled  nurs- 
ing facility  coverage,  essentially  a  continua- 
tion of  acute-care  coverage  received  in  a 
hospital  setting.  Medicaid  attempts  to  dis- 
tinguish between  different  levels  of  nursing 
home  care  to  determine  levels  of  payment. 

The  same  approach  to  eligibility  has  been 
adopted  by  many  long-term  care  insurance 
policies.  This  coverage,  however,  is  likely  to 
apply  to  nursing  home  stays  at  several  lev- 
els of  institutional  care  and  non-institutional 
care  as  well.  Coverage  and  benefits  based  on 
level-of-care  determinations  are  likely  to  be 
confusing  to  the  insured  and  difficult  for  the 
insurer  to  administer.  Insurers  often  provide 
coverage  in  a  number  of  States,  and  the  def- 
initions of  level  of  care  provided  by  nursing 
homes  in  different  States  vary  significantly 
because  of  certification  and  licensing  prac- 
tices.6 Experience  with  the  Medicaid  program 
indicates  that  placement  using  level  of  care 
varies  widely.  In  one  study  of  level-of-care 
placement  systems,  placement  similarity 
ranged  from  38  to  91  percent.7  Determina- 
tions of  levels  of  care  for  non-institutional  set- 
tings are  likely  to  be  even  more  inexact  and 
diverse. 

Making  insurance  benefits  contingent  on  an 
individual's  qualifying  for  a  specific  level  of 
care  is  therefore  difficult,  unreliable,  and  pos- 
sibly unworkable  for  non-institutional  care.  It 
is  confusing  to  the  insured  and  administra- 
tively cumbersome  for  the  insurance  compa- 
ny. For  indemnity  insurance,  which  pays  a 
fixed  daily  amount  regardless  of  the  nursing 
home  setting,  it  is  also  unnecessary.  The 
questions  remain  how  to  determine  when  in- 
surance payments  will  begin  and  under  what 
circumstances  they  will  continue. 
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The  Task  Force  considered  three  alternatives 
for  determining  level  of  coverage:  requiring 
each  policy  to  define  various  levels  of  care 
independently,  establishing  uniform  national 
definitions  of  service  and  levels  of  care,  and 
using  a  new  system  of  eligibility  based  on 
existing  need  assessment  systems.  The  Task 
Force  found  that  use  of  a  need  assessment  sys- 
tem can  provide  a  greater  degree  of  certainty 
in  defining  when  insurance  coverage  com- 
mences and  can  help  develop  genuine  home- 
based  and  community-based  benefits.  Further- 
more, need  assessment  based  on  activities  of 
daily  living  is  an  essential  element  of 
managed  care  systems. 

A  need  assessment  system  guides  an  evalu- 
ator  in  determining  the  extent  to  which  an  in- 
dividual is  dysfunctional  in  performing  activi- 
ties of  daily  living  by  assigning  points  on  a 
scale.  Establishing  level  of  dysfunction  can 
then  be  used  to  identify  level  of  need  for  long- 
term  care  services.  An  insured  person  would 
become  eligible  for  benefits  when  he  or  she 
reaches  a  specified  level  on  the  need  assess- 
ment scale.  This  approach  would  permit  the 
insured  to  obtain  benefits,  if  the  provider  of 
services  is  qualified  to  provide  the  needed  lev- 
el of  services  and  if  the  services  are  pro- 
vided in  a  covered  setting. 

Using  a  need  assessment  system  to  deter- 
mine benefit  eligibility  presents  some  difficul- 
ties. Actuaries  have  less  data  based  on  need 
assessment  than  on  level  of  care,  at  least  for 
distinguishing  between  skilled,  intermediate, 
and  custodial  care.  There  are  numerous  sys- 
tems, and  they  differ  in  measuring  need  for 
long-term  care.  There  is  also  uncertainty  about 
who  would  perform  the  need  assessment  on 
which  the  insured  and  insurer  would  rely.  Some 
insurers,  while  admitting  the  current  level  of 
care  system  is  unreliable,  do  not  believe  the 
need  assessment  systems  have  developed  suffi- 
ciently to  replace  it.  Nevertheless,  in  the  judg- 
ment of  the  Task  Force,  the  advantages  of 
shifting  to  a  need  assessment  system  to  estab- 
lish eligibility  standards  for  long-term  care 
insurance  greatly  outweigh  the  advantages  of 
continuing  to  use  the  level-of-care  method  by: 


•  Avoiding  conflicting  definitions  of  levels  of 
care  from  State  to  State. 

•  Providing  a  more  objective  basis  for  deter- 
mining eligibility  for  benefits. 

•  Offering  a  basis  for  consumers  to  compare 
insurance  coverage  and  for  insurers  to  estab- 
lish risk  exposure. 

•  Assuring  that  people  having  equal  need  of 
care  receive  equal  benefits  regardless  of  the 
setting. 

•  Removing  the  institutional  bias  of  access  to 
care. 

•  Encouraging  a  managed  care  concept. 

SETTING  OF  CARE 

Most  long-term  care  insurance  covers  vari- 
ous services  provided  in  skilled  and  intermedi- 
ate care  nursing  homes.  An  insurance  policy 
covering  nursing  home  care  but  limiting  cover- 
age for  intermediate  or  custodial  care  may  be 
impractical.  Generally,  the  development  of  long- 
term  care  insurance  is  moving  toward  covering 
all  levels  of  care  in  a  licensed  facility. 

The  extent  to  which  long-term  care  insur- 
ance coverage  is  extended  to  non-institutional 
services  and  custodial  care  is  a  matter  of  poli- 
cy design  and  price.  As  more  types  of  set- 
tings and  levels  of  care  are  covered,  there  is 
likely  to  be  greater  use  of  insurance  coverage. 
This  growth  in  settings  covered  and  utilization 
is  likely  to  be  reflected  in  corresponding  in- 
creases in  premiums. 

Consumers  clearly  want  broader  long-term 
care  coverage,  and  the  market  is  responding 
by  offering  home  care  at  some  level,  often  at 
a  reduced  indemnity  rate,  for  shorter  coverage 
periods,  or  through  a  trade-off  with  nursing 
home  coverage.  The  real  limitations  on  innova- 
tion by  insurers  are  apparently  the  additional 
cost  of  premiums  and  a  fear  that  broader  cover- 
age will  increase  the  extent  to  which  people 
use  covered  services. 

Coverage  for  different  care  settings  largely 
reflects  market  considerations — consumer  de- 
mand and  price.  Efforts  to  force  broader  cover- 
age may  be  counter-productive.  Excessive  min- 
imum benefit  requirements  may  discourage 
insurance  companies  from  offering  insurance 
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or  may  force  premiums  so  high  as  to  dis- 
suade consumers  from  buying. 

Insurance  companies  generally  want  to  limit 
benefits  to  services  provided  by  licensed 
providers.  Such  limitations  become  a  problem 
for  non-institutional  services,  often  not  regu- 
lated or  licensed  by  a  State,  or  regulated  in 
one  State  but  not  another.  Insurance  that  res- 
tricts providers  to  those  licensed  or  certified 
by  a  State  may,  in  fact,  not  be  offering  a  benefit 
in  some  States  and  need  to  disclose  this  limi- 
tation. 

MANAGEMENT  OF  CARE 

Control  of  long-term  care  insurance  utiliza- 
tion is  not  just  a  matter  of  restricting  benefits. 
Access  limitations  range  from  a  requirement 
for  prior  institutionalization  to  the  manage- 
ment of  care  by  the  insurer.  Many  of  the  limi- 
tations on  access  incorporated  into  long-term 
care  insurance  are  designed  to  reduce  over- 
utilization  (induced  demand)  or  avoid  the 
problems  of  adverse  selection.  Managed  care, 
which  is  the  coordination  and  control  of  need- 
ed services  for  the  patient  by  a  third  party, 
addresses  these  concerns.  It  controls  utiliza- 
tion and  helps  expand  the  levels  and  settings 
for  covered  long-term  care  services. 

Managed  care  is  not  a  panacea.  Expanding 
the  levels  and  settings  for  long-term  care  cover- 
age beyond  institutional  services  increases 
overall  utilization.  Furthermore,  the  cost  of 
managing  the  care  may  offset  savings.8  Its 
most  common  use  thus  far  has  been  in  contin- 
uing care  retirement  communities  (CCRCs) 
and  Social  Health  Maintenance  Organizations 
(S/HMOs).  The  S/HMO  experience  has  not  been 
fully  studied,  and  it  is  not  clear  whether  man- 
agement of  acute  and  long-term  care  offered 
as  one  package  results  in  overall  savings.  The 
Department  of  Health  and  Human  Services 
funded  a  major  long-term  care  channeling 
demonstration  project  testing  the  value  of 
managed  care.  The  evaluators  found  that  over- 
all utilization  and  costs  were  not  reduced,  but 
those  served  and  their  families  expressed  in- 
creased satisfaction  with  the  services  received.9 


The  expansion  of  managed  care  for  acute 
health  care  is  creating  experience  and  manage- 
ment services  that  can  be  used  in  allocating 
long-term  care  services.  As  Robert  McKenzie 
pointed  out,  "in  the  absence  of  this  control 
[case  management],  the  development  of  com- 
prehensive long-term  care  insurance  will  be 
prohibitively  expensive,  if  it  develops  at  all."10 

INDUCED  DEMAND 

Several  factors  tend  to  inhibit  demand  for 
long-term  care  services.  In  general,  people 
strongly  prefer  not  to  enter  nursing  homes. 
For  every  person  in  a  nursing  home,  there 
are  two  people  outside  with  an  equal  level  of 
disability.11 

The  primary  alternative  to  institutional  care 
or  other  purchased  long-term  care  is  that 
provided  by  family  and  friends,  informal  care- 
giving.  In  fact,  informal  caregivers  currently 
provide  over  70  percent  of  all  the  assistance  re- 
ceived by  disabled  and  chronically  ill  elderly 
people,12  and  there  is  no  evidence  that  fami- 
lies are  less  willing  than  in  earlier  generations 
to  care  for  their  loved  ones. 

There  are,  however,  other  social  and  demo- 
graphic factors  that  tend  to  increase  the  use 
of  long-term  care  services.  For  example,  even 
though  there  is  no  evidence  that  families  are 
less  willing  than  in  earlier  generations  to  care 
for  their  loved  ones,  as  family  size  decreases, 
the  result  is  projected  to  be  a  smaller  per- 
centage of  informal  caregiving,  and  a  corre- 
sponding increase  in  reliance  on  purchased 
services. 

As  long-term  care  insurance  coverage  grows, 
its  existence  may  increase  the  use  of  its  bene- 
fits. An  increase  in  use  of  services  because 
there  is  insurance  to  pay  for  such  services  is 
called  induced  demand,  and  this  possibility 
presents  a  serious  problem  in  accurately  pric- 
ing and  controlling  the  use  of  this  insurance. 
Some  estimate  that  the  problem  of  insurance- 
induced  demand  could  be  as  severe  for  long- 
term  care  as  for  other  health  insurance.  For 
example,  the  Office  of  the  Actuary  of  the  So- 
cial Security  Administration  estimated  that 
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without  access  controls,  induced  demand  could 
increase  nursing  home  use  50  percent.13 
While  admittedly  rough,  this  estimate  sug- 
gests the  potential  magnitude  of  the 
problem.  To  limit  the  effects  of  induced  de- 
mand, long-term  care  insurance  must  in- 
clude reasonable  controls  and  limitations  on 
access,  not  to  deny  services  to  people  who 
qualify,  but  to  inhibit  over-utilization. 

Use  of  the  3-day  prior  hospital  stay  to  limit 
eligibility  for  long-term  care  insurance  is  a 
major  area  of  disagreement.  It  is  a  carry-over 
from  the  Medicare  program  and  has 
the  advantage  of  serving  as  a  clear  trigger- 
ing device.  No  alternative  yet  designed  has 
proven  itself  as  effective  in  controlling  utili- 
zation, yet  it  bars  access  to  people  needing 
institutional  care  who  have  not  had  a  health 
problem  acute  enough  to  require  a  3-day 
hospitalization. 

Some  consider  a  3-day  prior  hospital  stay 
and  a  120-day  waiting  period  before  benefits 
begin  too  restrictive  and  argue  that  neither 
should  be  allowed.  As  yet  no  effective  alterna- 
tives have  been  identified.  Prohibiting  these 
limitations  might  well  drive  premiums  to  a  lev- 
el that  fewer  people  could  afford.  If  long-term 
care  insurance  is  to  find  a  market,  there  must 
be  latitude  for  experimentation,  and  the  mar- 
ketplace will  tend  to  determine  the  success  or 
failure  of  innovations. 

Prior  institutionalization  requirements, 
waiting  periods,  co-payments  or  deductibles, 
managed  care,  and  limitations  on  length  of 
time  care  is  covered  are  all  used  to  delay  or 
limit  the  use  of  insurance.  Each  has  some 
effect  in  reducing  reliance  on  insurance,  and 
each,  carried  to  an  extreme,  can  destroy  the 
value  of  the  insurance.  There  is,  therefore,  a 
public  policy  interest  in  establishing  reasona- 
ble limits  on  access  controls  that  recognize 
the  needs  of  both  consumer  and  insurer.  To  a 
large  extent,  what  is  reasonable  will  be 
measured  by  availability  and  market  accepta- 
bility. 

On  balance,  few  like  the  3-day  prior 
hospitalization  requirement.  The  market  is 
offering  alternatives  to  this  requirement  with 


a  combination  of  a  higher  premium  and  a 
longer  waiting  period.  In  the  absence  of 
better  alternatives,  however,  the  Task  Force 
agreed  to  support  the  Model  Act  in  permit- 
ting use  of  the  3-day  requirement.  Clearly, 
alternatives  need  to  be  found.  Perhaps  when 
there  is  more  information  on  long-term  care 
utilization  in  an  insured  environment,  other 
controls  such  as  waiting  periods  and  co- 
payment  levels  may  prove  as  effective. 

ADVERSE  SELECTION 

Those  skeptical  about  the  efficacy  of  long- 
term  care  insurance  feel  people  will  buy  a 
policy  only  when  they  have  a  nearly  immedi- 
ate need  for  covered  services.  Adverse  selec- 
tion or  anti-selection  means  that  the  risk  of 
using  long-term  care  is  higher  for  the  insured 
population  than  for  the  population  as  a 
whole.  A  number  of  policy  design  fea- 
tures are  available  to  insurers  to  reduce  the 
effect  of  adverse  selection.  These  include  ex- 
clusion of  coverage  or  delayed  coverage  for 
pre-existing  conditions,  limitations  on  poli- 
cy renewal  and  cancellation,  reliance  on  med- 
ical underwriting,  and  use  of  an  age  limit 
when  issuing  insurance. 

Two  of  these  controls — renewability  and 
pre-existing  conditions — led  to  extended  dis- 
cussion by  Task  Force  members.  Pre-existing 
condition  exclusions  are  discussed  below.  Be- 
cause policy  renewal  and  cancellation  are 
broader  in  scope,  they  have  been  discussed 
among  the  consumer  protection  issues  in 
Chapter  V. 

The  waiting  period  before  pre-existing  condi- 
tions are  covered  is  solely  a  means  of  avoid- 
ing adverse  selection.  The  insurer  needs  pro- 
tection from  the  person  who  learns  of  a  health 
problem  that  will  almost  certainly  require  long- 
term  care  and  rushes  out  to  buy  insurance.  At 
an  absolute  minimum,  the  insurer  needs  to  be 
able  to  bar  people  already  in  a  nursing  home 
or  already  using  insured  services  from  subse- 
quently buying  insurance.  The  issue  is  not 
whether  it  is  appropriate  to  require  a  wait- 
ing period  before  a  person  is  eligible  to 
receive    benefits    for    conditions    existing 
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before  a  policy  is  purchased,  but  how  long 
the  waiting  period  should  be. 

The  original  version  of  the  Model  Act 
adopted  a  waiting  period  for  pre-existing  con- 
ditions of  2  years  for  people  under  65  and 
6  months  for  people  65  and  over.  The  Model 
Act  provides  authority  for  an  Insurance  Com- 
missioner to  extend  the  waiting  period  when 
it  is  in  the  public  interest  to  do  so.14 

Several  Task  Force  members  found  the 
6-month  limitation  for  people  over  65  too 
restrictive  for  the  development  of  insurance. 
They  argued  that  the  alternative  is  either  to 
increase  premiums  due  to  adverse  selection 
or  to  force  the  use  of  more  extensive  under- 
writing. Underwriting  relies  on  health  status 
to  detect  and  exclude  specific  conditions.  It 
is  likely  to  result  in  higher  administrative  and 
premium  costs  and  denial  of  coverage  to 
many  people  who  could  be  insured  if  a 
12-month  pre-existing  condition  clause  were 
permitted.  Furthermore,  a  short  limitation  on 
pre-existing  conditions  to  avoid  adverse 
selection  creates  difficulties  in  developing 
employment-based  group  policies  that  do 
not  rely  on  medical  underwriting. 

Others  supporting  the  provisions  in  the 
original  version  of  the  Model  Act  argued  that 
the  consumer  needs  a  shorter  time  limitation 
since  it  is  often  unclear  what  is  and  what  is 
not  a  pre-existing  condition.  Proponents  of 
the  shorter  period  also  point  to  the  market 
acceptance  of  the  6-month  limit  for  all  age 
groups. 

The  Task  Force  agreed  that  for  people  over 
65,  State  Insurance  Commissioners  should 
have  the  authority  to  approve  pre-existing 
condition  periods  lasting  from  6  months  to 
a  year.  Further,  the  Task  Force  encourages 
Insurance  Commissioners  to  give  serious 
consideration  to  proposals  for  periods  up  to 
12  months,  especially  in  the  area  of  group 
coverage. 

In  June  1987,  the  NAIC  amended  the  pre- 
existing conditions  provision  of  the  Model 
Act  in  two  ways:  to  apply  the  6-month  limita- 


tion to  people  under  65  as  well  as  those  65 
and  over  and  to  exempt  group  policies  from 
the  pre-existing  condition  time  limitations. 
This  action  eliminates  possible  confusion  in 
treatment  of  those  65  and  over  and  provides 
greater  latitude  in  developing  group  long- 
term  care  insurance  by  eliminating  a  major 
concern  over  limiting  pre-existing  condition 
waiting  periods  to  6  months. 

In  June  1987,  the  NAIC  also  changed  the 
Model  Act  to  protect  consumers  further,  but 
this  change  could  present  problems  for  life 
care  communities  and  continuing  care  retire- 
ment communities  (jointly  referred  to  as 
CCRCs).  The  new  provision  in  Section  6(CX4) 
states: 

No  long-term  care  insurance  policy  or 
certificate  may  exclude  or  use  waivers 
or  riders  of  any  kind  to  exclude,  limit  or 
reduce  coverage  or  benefits  for  specific- 
ally named  or  described  pre-existing 
diseases  or  physical  conditions  beyond 
the  waiting  period  described  in  Section 
6(C)(2).  (See  NAIC  Model  Act  in  Appen- 
dix E) 
Under  present  CCRC  practice,  long-term 
care  arrangements  are  often  restricted  either 
by  excluding  coverage  for  specified  pre- 
existing conditions  or,  in  a  few  instances,  by 
requiring  an  additional  fee.  Furthermore, 
CCRCs  serve  many  couples,  and  the  exclu- 
sion of  one  spouse  is  likely  to  result  in  the 
unavailability  of  coverage  for  the  other.  The 
application  of  this  portion  of  the  Model  Act 
provision    to    CCRCs    could    significantly 
change  the  financial  viability  of  this  alternate 
approach  to  financing  long-term  care  or  sig- 
nificantly increase  costs.  No  evidence  to  date 
shows  that  exclusions,  waivers,  or  limitations 
on   long-term   care   coverage   provided   by 
CCRCs  are  resulting  in  unfair  treatment  of 
consumers.  It  may,  therefore,  be  appropriate 
to  exempt  CCRCs,  at  least  for  the  time  need- 
ed to  develop  them,  from  the  limitation  on 
exclusions  or  riders  for  pre-existing  con- 
ditions. 
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Foreword  by  Secretary  Otis  R.  Bowen,  M.D.,  for  Health  Insurance  Association  of  America, 
"Consumer  Guide  to  Long-Term  Care  Insurance" 

FOREWORD 

Shopping  for  health  insurance  can  be  a  very  complicated  matter. 

There  are  always  a  lot  of  unfamiliar  words  and  phrases  to  wade  through  and  differing 
costs  of  coverages  to  understand. 

Probably  the  single  most  confusing  aspect  of  it  all  is  long-term  care.  Because  contrary 
to  what  most  people  think,  Medicare  provides  only  very  limited  coverage  for  long-term  care. 
It  covers  only  care  of  short  duration,  the  kind  people  may  need  right  after  they've  been  in 
the  hospital.  This  can  either  be  in  a  skilled  nursing  facility  or  their  own  home. 

What  most  people  aren't  covered  for — either  by  Medicare  or  most  private  Medicare  sup- 
plementary policies — is  long-term  care  in  nursing  homes  that  serve  people  who  will  usually 
be  there  for  the  rest  of  their  days.  Medicaid  covers  this  but  only  after  people's  savings  have 
become  exhausted. 

You  owe  it  to  yourself  to  examine  carefully  all  aspects  relating  to  this  coverage  and  its 
cost.  This  booklet  will  tell  you  in  plain  language  much  of  what  you  need  to  know.  I  recom- 
mend it  for  your  careful  reading. 


Otis  R.  Bowen,  M.D. 
Secretary 

Department  of  Health 
and  Human  Services 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administrate 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 


FACT  SHEET  ON  LONG-TERM  CARE 

April  8,  1987 

The  data  included  in  this  paper  is  derived  from  different  sources.  It  reflects  an  attempt 
to  use  the  most  current  and  reliable  data  available  in  early  1987.  Thus  the  data  represents 
different  years  and  is  not  always  directly  comparable.  It  is  hoped  that  this  data,  taken 
as  a  whole,  will  fairly  describe  the  status  of  those  receiving  long-term  care. 

I.    DEMOGRAPHICS 

A.  SIZE  OF  THE  ELDERLY  POPULATION 

1.  In  1984,  28  million  people  were  over  age  65;  representing  12%  of  the  total 
population. 

2.  By  the  year  2030,  65  million  people  will  be  over  age  65;  representing  21.2% 
of  the  total  population. 

3.  By  the  year  2030,  8.6  million  people,  2.8%  of  the  population,  will  be  over 
the  age  of  85  compared  with  1%  of  the  population  in  1980. 

B.  AGING  OF  THE  ELDERLY  POPULATION 

1.  Between  1980  and  1990  the  age  75-84  cohort  will  grow  twice  as  fast  as  the 
65-75  cohort. 

2.  Between  1990  and  2010  the  age  85  +  cohort  will  grow  3-4  times  as  fast  as 
the  general  population. 

C.  ECONOMIC  STATUS 

1 .  The  portion  of  elderly  living  below  the  poverty  line  has  decreased  from  25% 
in  1969  to  12%  in  1984. 

2.  Poverty  rates  remain  higher  among  elderly  women,  persons  who  live  alone, 
the  oldest  old  (85  +  )  and  minorities. 

3.  In  1984,  the  average  income  of  elderly  families  was  $26,000;  for  unrelated 
elderly  individuals,  the  average  income  was  $10,000. 

D.  HOME  EQUITY 

1.  In  1984,  75%  of  the  elderly  owned  their  homes,  and  about  83%  of  this  group 
owned  them  free  and  clear. 

2.  U.S.  Census  figures  indicate  that  the  average  home  equity  for  persons  aged 
65  and  over  was  $54,700  in  1984. 

II.    LONG-TERM  HEALTH  CARE  NEEDS 

A.  In  1984-85,  of  the  total  US  population,  age  15-64,  14.1%  had  some  limitation 
not  requiring  institutionalization. 

—  Of  this  group,  6  million  (3.9%  of  the  total  US  15-64  population)  had  se- 
vere limitations. 

B.  Of  the  28  million  elderly  (65  + )  people  in  America  (1984),  approximately  21  % 
(6  million)  had  long-term  care  needs  (nursing  home  residents  plus  LTC  popu- 
lation in  the  community). 

1.  29%  of  the  elderly  with  long-term  care  needs  are  in  nursing  homes. 

2.  71%  live  in  the  community  with  help. 
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NURSING  HOME  USE 

1.  NURSING  HOME  ADMISSIONS 

a.  The  lifetime  risk  of  entering  a  nursing  home  is  between  20% -45%. 

b.  Between  75%  and  80%  of  nursing  home  admissions  follow  at  least  a 
3  day  prior  hospitalization. 

c.  Admissions  per  100  beds  dropped  from  98.4  in  1977  to  80.5  in  1985. 

d.  Occupancy  rates  have  risen  from  89.0%  in  1977  to  91.6%  in  1985. 

e.  In  1985  admissions  exceeded  discharges  by  5.8%. 

f.  In  1977  admissions  exceeded  discharges  by  18%. 

2.  PERCENTAGE  OF  POPULATION 

a.  In  1985,  1.5  million,  or  5%  of  the  elderly  population  resided  in  nursing 
homes. 

b.  The  projected  percentage  of  the  elderly  in  nursing  homes  will  rise  to  8.8% 
between  1986  and  2000,  then  fall  to  8%  by  2018. 

3.  PERCENTAGE  OF  THE  ELDERLY  AGE  GROUPS  IN  NURSING  HOMES 
(1985) 

a.  2%  of  the  65-74  age  group  were  in  nursing  homes. 

b.  6%  of  the  75-84  age  group  were  in  nursing  homes. 

c.  23%  of  the  85  plus  age  group  were  in  nursing  homes. 

d.  By  85  years  of  age,  61  %  of  those  with  ADL  (Activities  of  Daily  Living) 
limitations  are  in  nursing  homes. 

4.  LENGTH  OF  STAY 

a.  Average  length  of  stay  is  456  days. 


NURSING  HOME  LENGTH  OF  STAY 
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5.   DEMOGRAPHICS  OF  NURSING  HOME  PATIENTS 

a.  The  median  age  of  nursing  home  residents  is  81  years 

b.  71%  are  female 

c.  62%  are  widowed 

d.  19%  have  never  married 

e.  12%  have  a  living  spouse 

f.  7%  are  divorced  or  separated 

D.   COMMUNITY  CARE  USE 
1.   NEEDS 

a.  Approximately  14%  of  the  elderly  living  in  the  community  have  limita- 
tions in  activities  of  daily  living. 
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b.  2.6%  of  persons  age  65-74  need  assistance  with  personal  care. 

c.  31.6%  of  persons  age  85  and  older  need  assistance  with  personal  care. 

2.  LIVING  ARRANGEMENTS 

a.  Two-thirds  of  those  in  the  community  with  long-term  care  needs  require 
considerable  help  because  they  are  disabled  in  essential  activities  of  daily 
living. 

b.  11%  of  these  disabled  elderly  persons  live  alone. 

c.  39.5%  live  with  their  spouses  only. 

d.  36%  live  with  their  children. 

e.  14%  live  in  other  arrangements. 

3.  SOURCE  OF  ASSISTANCE 

a.  Fewer  than  15%  receive  their  care  from  formal  services. 

b.  70%  of  the  elderly  disabled  living  in  the  community  receive  all  their  care 
informally  from  family  and  friends. 

c.  The  remainder  receive  all  their  care  through  some  combination  of  for- 
mal and  informal  services. 

CHARACTERISTICS  OF  INFORMAL  CARE  GIVERS 

Relatives  represent  84%  of  all  caregivers  for  males  and  79%  for  females. 

Competing  demands  appear  to  be  a  problem  for  many  informal 
caregivers.  About  one-fourth  of  the  daughters  and  one-third  of  the  other 
caregivers  have  competing  family  obligations. 

Sources  of  Help  for  Elderly  Persons  with  Activity  of  Daily  Living  (ADL) 
Limitations  (1985). 

Sources  of  Help  Percent  of  persons  receiving  help 

provided  by  specified  source  * 

Informal  Systems 

Spouse  35.6% 

Daughter  32.6% 

Son  17.1% 

Female  Relative  14.2% 

Male  Relative  8.1% 

Daughter-in-law  7.8% 

Female  friend  7.5% 

Son-in-law  4.7% 

Sister  4.5% 

Male  friend  3.0% 

Other  unpaid  person  2.4% 

Brother  1.7% 

Formal  Systems 

Paid  individuals  17.4% 

Social  Agencies 

Paid  12.8% 

Unpaid  4.3% 

*  Percentages  do  not  add  to  100%  since  persons  may  receive  assistance 
from  more  than  one  source. 

III.    FINANCING 

A.  TOTAL  EXPENDITURES 

1 .  Total  health  care  expenditures  for  persons  age  65  and  older  exceeded  $  1 1 9 
billion  in  1984. 
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Amount 

Percentage 

(Billions) 

49.4% 

15.8 

0.9% 

0.3 

1.9% 

0.6 

4.1% 

1.2 

43.4% 

13.9 

0.6% 

0.2 

$32.0 

Amount 

trcentage 

(Billions) 

41.6% 

12.6 

5.6% 

1.7 

21.4% 

6.5 

31.3% 

9.4 

$30.2 

2.  In  1985,  approximately  $35.2  billion  was  spent  for  institutional  long-term 
care. 

3.  Nursing  Home  Care 
Expenditures  (1984) 

Out-of-Pocket 

Private  Insurance  Plans 

Medicare 

Other  Government  Programs 

Medicaid 

Other 

TOTAL 

4.  The  estimated  average  cost  of  a  year's  stay  in  a  nursing  home  for  private 
pay  patients  is  $22,000. 

5.  The  average  private  pay  per  diem  for  SNF  care  is  $61.01. 

6.  The  average  private  pay  per  diem  for  ICF  care  is  $48.08. 

7.  The  average  licensed  residential  care  per  diem  is  $30.71. 

B.        Out-Of-Pocket  Expenses 
For  The  Elderly  (1984) 

Nursing  home  care 
Hospital  care 
Physician  services 
Other  care 
TOTAL 

ELDERLY  OUT-OF-POCKET  EXPENSES 
OVER  $2,000/YR 


1.7%  Dental 
1.2%  Drugs 

10%  Hospital 
6%  Physician  Services 


MEDICAID 

1 .  In  1985,  Medicaid  spent  $  14.7  billion  for  nursing  home  care,  more  than  one- 
third  of  total  Medicaid  spending,  and  41 .8  percent  of  the  Nation's  total  nurs- 
ing home  bill. 

2.  In  1985,  Medicaid  per  diem  rate  in  a  SNF  averaged  $49.93. 

3.  In  1985  the  Medicaid  per  diem  rate  in  an  Intermediate  Care  Facility  (ICF) 
averaged  $39.57. 

4.  Nursing  home  recipients  who  are  covered  by  Medicaid  must  contribute  all 
their  income  except  for  a  small  personal  needs  allowance  to  the  cost  of  their 
care. 

5.  Personal  needs  allowances  vary  from  a  low  of  $25  per  month  in  35  States 
to  a  high  of  $70  per  month  in  Alaska. 
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D.  MEDICARE 

1.  Medicare  was  not  designed  to  finance  long-term  care. 

2.  Medicare  pays  for  all  covered  services  for  the  first  20  days  in  a  skilled  nurs- 
ing facility  (SNF)  during  a  benefit  period  but  only  after  a  hospitalization  of 
at  least  3  consecutive  days. 

3.  For  the  21st  through  100th  day,  Medicare  pays  for  all  covered  services  over 
the  specified  coinsurance  ($65.00  a  day  in  1987). 

4.  In  1980,  the  average  Medicare  covered  SNF  stay  was  30  days,  much  less 
than  the  456  days  average  stay  for  all  nursing  home  patients. 

5.  In  1985,  the  average  Medicare  SNF  per  diem  rate  was  $62.02. 

E.  LONG-TERM  CARE  INSURANCE 

1.  Less  than  1  %  of  the  29  million  aged  Medicare  enrollees  have  a  long-term 
care  insurance  policy.  This  is  about  200,000  policies. 

2.  Premiums  for  long-term  care  insurance  are  usually  fixed  at  age  of  issue. 
Thus,  the  longer  one  waits  to  begin  contributions,  the  more  expensive  in- 
surance premiums  are  on  annual  basis. 

IV.    ESTIMATES  OF  POTENTIAL  EFFECTS  ON  PUBLIC  AND  PRIVATE  EX- 
PENDITURES OF  INSURANCE  AND  COMBINATION  APPROACHES 

Potential     Reduction  in       Reduction 
Market  of  Out-of-Pocket  of  Medicaid 
Type  of  Coveraqe  65 /over     Expenditures    Expenditures 

Individual  policy  23%  12%  less  than  2% 

(Fireman's  Fund  prototype) 

Individual  Medical  29%  11%  4% 

Account  (IMA)/Insurance  mix 
with  1/2  earned  interest  going 
into  an  insurance  pool 

Pension/Benefit  link  with  LTC  35%  11%  8% 

policy  added  to  those  receiv- 
ing pension  payments 

Medigap/LTC  coverage  link  55%  12%  18% 

1%  of  income  from  age  30  if  63%  18%  12% 

assets  at  age  65  are  $10,000 
or  more 

V.     ATTITUDES  OF  THE  ELDERLY 

A.  A  survey  t;jken  by  the  National  Center  for  Health  Services  Research  (1984)  found 
that  only  19%  of  those  polled  said  that  they  would  not  purchase  private  long- 
term  care  insurance  because  they  viewed  Medicaid  and  other  welfare  cover- 
age as  adequate. 

B.  A  1985  survey  of  the  American  Association  of  Retired  Persons  membership 
revealed  that  79%  of  those  who  believed  that  they  would  at  some  point  have 
extended  stays  in  nursing  homes,  believed  that  Medicare  would  pay  for  all  or 
part  of  this  care. 

35%  of  those  with  Medigap  coverage  said  that  their  policies  included  ex- 
tended care  nursing  home  coverage,  though  most  of  these  policies  were 
with  companies  known  not  to  offer  such  coverage. 
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C.    The  EQUICOR  Survey  (1986)  polled  retirees  and  employees  of  selected  corpora- 
tions. When  asked  how  they  would  pay  for  nursing  home  care: 

1 .  About  one-third  of  retirees  and  employees  believed  that  they  probably  would 
pay  for  nursing  home  care  themselves; 

2.  10%  of  retirees  and  24%  of  employees  mistakenly  believe  that  employer- 
provided  insurance  would  pay  for  nursing  home  care; 

3.  15%  of  retirees  and  13%  of  employees  believed  that  Medicare  would  pay 
for  nursing  home  care; 

4.  Only  3%  of  either  group  mentioned  Medicaid  as  a  source  of  payment  for 
nursing  home  care. 

PREPARED  FOR: 
TASK  FORCE  ON  LONG-TERM 
HEALTH  CARE  POLICIES 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administratio 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 


May  14,  1987 

Policies  in  Force 

The  Task  Force  on  Long-Term  Health  Care  Policies  surveyed  the  insurance  industry 
to  determine  market  penetration  of  long-term  care  insurance.  The  results  show  73  com- 
panies selling  long-term  care  insurance  and  422,691  policies  in  force. 

Methodology 

Task  Force  staff  contacted  the  insurance  departments  of  each  State  and  the  District 
of  Columbia  and  asked  for  a  list  of  insurance  companies  licensed  to  sell  long-term  care 
insurance.  After  compiling  the  names  of  164  companies,  Staff  contacted  each  insur- 
ance company  to  determine  if  that  company  marketed  a  policy  which  met  the  defini- 
tion of  long-term  care  insurance  as  adopted  by  the  Task  Force  (identical  to  definition 
found  in  the  NAIC  Model  Law). 

Analysis 

It  is  clear  that  many  States  consider  any  offering  of  nursing  home  coverage  or  home 
health  coverage  as  long-term  care  insurance.  Indeed,  most  of  the  companies  we  have 
listed  in  the  attachment  as  not  offering  long-term  care  insurance  offered  a  supplement 
to  the  Medicare  skilled  nursing  benefit  as  part  of  a  qualified  Medigap  policy. 

The  number  of  long-term  care  policies  listed  in  this  report  represents  a  conservative 
estimate.  In  cases  where  there  was  doubt  as  to  whether  policies  met  the  Task  Force  defi- 
nition or  whether  the  policy  was  in  force,  they  were  excluded.  When  a  range  of  policies 
in  force  was  reported  by  an  insurance  company,  the  lower  number  was  used. 

Companies  are  displayed  in  three  lists.  First,  those  companies  which  currently  offer 
a  long-term  care  policy  meeting  the  Task  Force  definition.  Second,  those  companies 
which  expect  to  have  policies  approved  for  sale  by  the  end  of  1987.  Third,  those  com- 
panies listed  by  insurance  commissioners  as  selling  long-term  care  insurance  which  do 
not  meet  the  Task  Force  definition.  Staff  acknowledges  that  there  may  be  omissions, 
especially  in  the  list  of  companies  developing  policies.  However,  this  paper  is  intended 
to  establish  a  valid  benchmark  against  which  the  growth  in  long-term  care  insurance 
can  be  measured. 


Licensed  and  selling  LTC  insurance  policies 

Company  names  that  are  indented  are  affiliates  or  subsidiaries  of  the  company  above 
them. 


Acceleration  Life  Ins.  Co. 

Acceleration  Life  Ins.  Co.  of  Pa. 
Aetna  Life  Ins.  &  Annuity  Co. 
AIG  Life  Ins.  Co. 
American  Bankers  Ins.  Co. 
American  Independent  Ins.  Co. 
American  Integrity  Ins.  Co. 
American  Ins.  Co.  of  Texas 
American  Progressive  Life  and 

Health  &  Ins.  Co.  of  N.Y 
Life  Ins.  Co.  of  Connecticut 
American  Republic  Ins.  Co. 


American  Sun  Life  Ins.  Co. 
American  Travellers  Life  Ins.  Co. 
Amex  Life  Assurance  Co. 
Atlantic  American  Life  Ins.  Co. 

Bankers  Fidelity  Life  Ins.  Co. 
Atlantic  &  Pacific  Life  Ins.  Co. 

of  America 
Bankers  Life  and  Casualty  Co. 

Bankers  Multiple  Line  Ins.  Co. 

Certified  Life  Ins.  Co. 

Union  Bankers  Ins.  Co. 
Blue  Cross  of  Washington  and  Alaska 
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Central  Security  Life  Ins.  Co. 
Central  States  Health  &  Life  Co. 

of  Omaha 
Colonial  Penn  Life  Ins.  Co. 

Colonial  Penn  Franklin  Ins.  Co. 
Columbia  Life  Ins.  Co. 

Columbia  Accident  &  Health  Ins.  Co. 
Combined  American  Life  Ins.  Co. 
Continental  American  Life  Ins. 
Continental  Casualty  Co.  (CNA) 
Continental  General  Ins.  Co. 
Continental  Life  Ins.  Co. 
Equitable  Life  &  Casualty  Co. 
Federal  Home  Life  Ins.  Co. 

Harvest  Life  Ins.  Co. 
Fidelity  Security  Life  Ins. Co. 
First  Farwest  Life  (Ins.)  Co. 

Farwest  American  Assurance  Co. 
First  National  Life  Ins.  Co. 
Gerber  Life  Ins.  Co. 
Great  Fidelity  Life  Ins.  Co. 
Great  Republic  Ins.  Co. 
Integrity  National  Life  Ins.  Co. 
John  Hancock  Mutual  Life  Ins.  Co. 
Life  &  Health  Ins.  Co.  of  America 
Medico  Life  Ins.  Co. 

Mutual  Protective  Ins.  Co. 
Metropolitan  Life  (through  Group 

Health  Cooperative  of  Puget  Sound, 

Seattle) 

Total  amount  of  policies  in  force  as  of  April,  1987 — 422,691 

Companies  In  Developmental  Process  (expect  to  have  product  on  market  by  the  end 
of  1987) 

Associated  Doctors  Health  &  Life  Ins.  Co.  (subsidiary  of  Life  Ins.  Co.  of  Georgia) 

Blue  Cross  &  Blue  Shield  of  Arizona 

Connecticut  General  Life  Ins.  Co. 

Eastern  Life  Ins.  Co.  (subsidiary  of  American  Sun  Life  Ins.  Co.) 

EQUICOR 

Garden  State  Life  Ins.  Co. 

Life  Investors  Ins.  Co.  of  America 

MidAmerica  Mutual  Life  Ins.  Co. 

Pilgrim  Life  Ins.  Co. 

Rochester  Blue  Cross  and  Blue  Shield 

Teachers  Ins.  &  Annuity  Assoc,  of  America 

UNUM  Life  Ins.  Co. 

UNUM  Life  Ins.  Co.  of  America 


Mutual  of  NY  (group  plan  through 

B'NAI  B'RITH) 
Mutual  of  Omaha 
National  Foundation  Life  Ins.  Co 
National  States  Ins.  Co. 
Orange  State  Life  &  Health  Ins.  Co. 
Pioneer  Life  Ins.  Co.  of  111. 
Providers  Fidelity  Life  Ins.  Co. 
Prudential  Ins.  Co.  of  America 
(through  the  American  Association  of 
Retired  Persons) 
Pyramid  Life  Ins.  Co. 
Reserve  Life  Ins.  Co. 
Sterling  Life  Ins.  Co 
Transport  Life  Ins. 
Travellers  Ins.  Companies. 
Underwriters  Life  Ins.  Co. 
Union  Benefit  Life  Ins.  Co. 
Union  Fidelity  Life  Ins.  Co. 
United  American  Ins.  Co. 
United  General  Life  Ins.  Co. 
United  Security  Assurance  Co.  of  Pa. 
Washington  Health  Services 
Washington  Square  Life  Ins. 
World  Ins.  Co. 
World  Life  &  Health  Ins.  Co.  of  Pa. 
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Companies  Insurance  Commissioners  listed  as  sellinq  Long-Term  Care  Insurance  whose 
product  did  not  meet  Task  Force  definition. 


American  Amicable  Life  Ins.  Co. 
American  Family  Life  Assurance  Co. 
American  Family  Mutual  Ins.  Co. 
American  Financial  Life  Ins. 
American  General  Life  &  Accident 

Ins.  Co. 
American  Merchants  Life  Ins.  Co. 
American  Motorists  Ins.  Co. 

Lumbermens  Mutual  Casualty  Co. 
American  Mutual  Life  Ins.  Co. 
American  National  Ins.  Co. 
American  United  Life  Ins.  Co. 
Andrew  Jackson  Life  Ins.  Co. 
Appalachian  National  Life  Ins.  Co. 
Benefit  Trust  Life  Ins.  Co. 
Business  Men's  Assurance  Co. 

of  America 
California  Benefit  Life  Ins.  Co. 
Colonial  Life  Ins.  Co.  of  America 
Commercial  Travelers  Mutual  Ins.  Co. 
Confederation  Life  Ins.  Co. 
Constitution  Life  Ins.  Co. 
Consumers  United  Ins.  Co. 
Crown  Life  Ins.  Co. 
Diamond  Benefits  Life  Ins.  Co. 
E.F.  Hutton  Life  Ins.  Co. 
Equitable  Life  Assurance  of  the 

United  States 
General  American  Life  Ins.  Co. 
Georgia  Life  &  Health  Ins.  Co. 
Golden  Rule  Ins.  Co. 
Guarantee  Trust  Life  Ins.  Co.* 
Hartford  Life  &  Accident  Ins.  Co. 
IDS  Life  Ins.  Co. 
The  Independent  Life  &  Accident 

Ins.  Co. 
Integrity  National  Life  Ins.  Co. 
Inter-Ocean  Ins.  Co. 
Jefferson  Pilot  Life  Ins.  Co. 
John  Alden  Life  Ins.  Co. 
Liberty  Life  Ins.  Co. 
Life  &  Casualty  Ins.  Co.  of  Tenn. 


Life  General  Security  Ins.  Co. 

Life  Ins.  Co.  of  Georgia 

Life  Ins.  Co.  of  Va. 

Life  of  Indiana  Ins.  Co. 

Mass.  Casualty  Ins.  Co. 

Mass.  Indemnity  &  Life  Ins.  Co. 

Mass.  Mutual  Life  Ins.  Co. 

Minnesota  Protective  Life  Ins.  Co. 

Montgomery  Ward  Life  Ins.  Co. 

Mutual  Benefit  Life  Ins.  Co. 

National  Casualty  Co. 

National  Health  Ins.  Co. 

Nationwide  Life  Ins.  Co. 

New  England  Mutual  Life  Ins.  Co. 

North  American  Life  &  Casualty  Co. 

Northwestern  National  Life  Ins.  Co. 

Ohio  National  Life  Ins.  Co. 

Old  American  Ins.  Co. 

PA  Life  Ins.  Co. 

The  Paul  Revere  Life  Ins.  Co. 

Peninsula  Life  Ins.  Co. 

The  Phoenix  Mutual  Life  Ins.  Co. 

Physicians  Mutual  Ins.  Co. 

Piedmont  American  Life  Ins.  Co. 

Preferred  Risk  Life  Ins.  Co. 

Professional  Ins.  Corp. 

SAFECO  Life  Ins.  Co. 

Sentry  Life  Ins.  Co. 

Standard  Life  &  Accident  Ins.  Co.* 

Standard  Life  &  Casualty  Ins.  Co. 

State  Life  Ins.  Co. 

State  Mutual  Life  Assurance  Co. 

of  America 
Statesman  National  Life  Ins.  Co. 
TransAmerica  Occidental  Life  Ins.  Co. 
Union  Labor  Life  Ins.  Co. 
United  Companies  Life  Ins.  Co. 
United  Equitable  Ins.  Co.** 
Washington  National  Ins.  Co. 
Western  States  Life  Ins.  Co. 
West  States  Ins.  Co. 
Woodmen  Accident  &  Life  Co. 


*  No  longer  selling  LTC  insurance,  but  still  servicing  existing  policies. 
**  Sold  its  book  of  LTC  insurance  to  Standard  Life  &  Accident  Ins.  Co. 
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AGENDA 

NATIONAL  INVITATIONAL 

CONFERENCE  ON  LONG  TERM  CARE  DATA  BASES 

The  Ritz-Carlton  Hotel    Washington,  D.C. 

May  21-22,  1987 


Thursday,  May  21 

8:00  am  -  9:00  am 
(BALLROOM  LOBBY) 


Conference  Registration 
and  Coffee 


9:00  am  -  9:30  am 
(BALLROOM) 

Introductions 


Welcome 


Mary  F.  Harahan 
Director,  Division  of 
Disability,  Aging  and  Long 
Term  Care  Policy,  DHHS/Office 
of  the  Assistant  Secretary  for 
Planning  and  Evaluation 

Robert  B.  Helms,  Ptj.D. 
Assistant  Secretary  for 
Planning  and  Evaluation 

Arnold  R.  Tompkins 

Deputy  Assistant  Secretary  for 

Social  Service  Policy,  DHHS/ 

Office  of  the  Assistant 

Secretary  for  Planning  and 

Evaluation 

Steven  A.  Grossman 

Deputy  Assistant  Secretary  for 

Health  (Planning  and 

Evaluation) ,  DHHS/Of f ice  of 

the  Assistant  Secretary  for 

Health 
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9:30  am  -  11:30  am 

Overview  of  LTC  Data  Bases: 
General  Session 
(BALLROOM) 

Introduction 


1982-1984  National  Long 
Term  Care  Survey 

National  Long  Term  Care 
Channeling  Demonstration 

National  Health  Interview 
Survey:   1984  Supplement 
on  Aging 


1985  National  Nursing  Home 
Survey 


Mary  F.  Harahan 

Office  of  the  Assistant 

Secretary  for  Planning  and 

Evaluation 

Kenneth  Manton,  Ph.D. 
Duke  University 

George  Carcagno 
Mathematica  Policy  Research 

Gerry  Hendershot,  Ph.D. 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Evelyn  Mathis 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 


11:30  am  -  1:00  pm 

Lunch  Break  (Reconvene  at  1:00  pm) 


1:00  pm  -  3:00  pro 

Examination  of  Long  Term  Care 

Data  Bases  (BREAKOUT  SESSION  NO.  1) 


(1)   1982-84  National  Long  Term 
Care  Survey 
(BALLROOM) 


Kenneth  Manton,  Ph.D. 
Duke  University 

Korbin  Liu,  Sc.D. 
Urban  Institute 
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BREAKOUT  SESSION  NO.l  (continued) 

(2)   National  Long  Term  Care 
Channeling  Demonstration 
(CARLTON) 


George  Carcagno 

Mathematica  Policy  Research 

Peter  Kemper,  Ph.D. 
National  Center  for  Health 
Services  Research,  DHHS/Office 
of  the  Assistant  Secretary  for 
Health 


(3)   Combined  Session 
( BALCONY) 

(A)  National  Health 
Interview  Survey: 
1984  Supplement  on 
Aging 


(B)  1985  National  Nursing 
Home  Survey 


Judith  Wooldridge 
Mathematica  Policy  Research 

Thomas  Grannemann,  Ph  .  D 
Mathematica  Policy  Research 


Gerry  Hendershot,  Ph.D. 
National  Center  for  Health 
Statistics 

Susan  Jack 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Joseph  Fitti 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Evelyn  Mathis 

National  Center  for  Health 

Statistics 


Esther  Hing 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Genevieve  Strahan 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 
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BREAKOUT  SESSION  NO.  2  (continued) 


(3)   Combined  Session 
( BALCONY) 

(A)  National  Health 
Interview  Survey: 
1984  Supplement  on 
Aging 


(B)  1985  National  Nursing 
Home  Survey 


Gerry  Hendershot,  Ph.D. 
National  Center  for  Health 
Statistics 

Susan  Jack 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Joseph  Fitti 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Evelyn  Mathis 

National  Center  for  Health 

Statistics 

Esther  Hing 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Genevieve  Strahan 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Edward  Sekscenski 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Jennifer  Madans,  Ph.D. 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

William  Scanlon,  Ph.D. 
Center  for  Health  Policy, 
Georgetown  University 
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BREAKOUT  SESSION  NO .  1 
(continued ) 


Edward  Sekscenski 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Jennifer  Madans,  Ph.D. 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

William  Scanlon,  Ph.D. 
Center  for  Health  Policy, 
Georgetown  University 


3:00  pm  -  3:15  pm 

Break 


3:15  pm  -  5:15  pm 

Examination  of  Long  Term  Care 
Data  Bases  (BREAKOUT  SESSION  NO, 


2) 


(1)   1982-84  National  Long  Term 
Care  Survey 
(BALLROOM) 


Kenneth  Manton,  Ph.D. 
Duke  University 

Korbin  Liu,  Sc.D. 
Urban  Institute 


(2)   National  Long  Term  Care 
Channeling  Demonstration 
(CARLTON) 


George  Carcagno 

Mathematica  Policy  Research 

Peter  Kemper,  Ph.D. 
National  Center  for  Health 
Services  Research,  DHHS/Office 
of  the  Assistant  Secretary  for 
Health 


Judith  Wooldridge 
Mathematica  Policy  Research 

Thomas  Grannemann,  Ph  .  D 
Mathematica  Policy  Research 
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5:30  pm  -  7:30  pm 

RECEPTION  at  Ritz  Carlton 
(BALLROOM  LOBBY) 

(Co-Sponsored  by  the  America  Association  of  Retired  Persons,  the 
American  Health  Care  Association,  the  Blue  Cross  and  Blue  Shield 
Association,  and  the  Health  Insurance  Association  of  America.) 


Friday,  May  22 


7:45  am  -  8:00  am 
(BALLROOM) 


Coffee 


8:00  am  -  8:30  am 


NHANES  I  Epidemiological 
Followup  Study  (General 
Session) 
(BALLROOM) 


Jennifer  Madans,  Ph.D. 
National  Center  for  Health 
Statistics 


8:30  am  -  8:50  am 


Inventory  of  Long  Term  Care 
Places  (General  Session) 
( BALLROOM) 


Curt  Mueller 

National  Center  for  Health 

Services  Research,  DHHS/Office 

of  the  Assistant  Secretary  for 

Health 


8:50  am  -  9:40  am 


Overview  of  Survey  of  Income 
and  Program  Participation 
(General  Session) 
(BALLROOM) 


Daniel  Kasprzyk 
Population  Division,  U.S. 
Bureau  of  the  Census 

Robert  Friedland,  Ph.D. 
Employee  Benefit  Research 
Institute 


9:40  am  -  10:15  am 


Other  Long  Term  Care  Data 
Sources  (General  Session) 
(BALLROOM) 


Aurora  Zappolo 
DHHS/Health  Care  Financing 
Administration 


80 


10:15  am  -  10:30  am 

Break 

10:30  am  -  12:15  pm 

Long  Term  Care  Data  Base 
Applications  (General  Session) 
(BALLROOM) 


Producer  Panel 

Kenneth  Manton,  Ph.D. 
Duke  University 

Korbin  Liu,  Sc.D. 
Urban  Institute 

Judith  Wooldridge 
Mathematica  Policy  Research 

Thomas  Grannemann,  Ph.D. 
Mathematica  Policy  Research 

Joan  Van  Nostrand 

National  Center  for  Health 

Statistics,  DHHS/Office  of 

the  Assistant  Secretary  for 

Health 

Evelyn  Math  is 

National  Center  for  Health 

Statistics 

Gerry  Hendershot,  Ph.D. 
National  Center  for  Health 
Statistics 

Moderator 

William  Scanlon,  Ph.D. 
Center  for  Health  Policy 

Participants 

Entire  Audience 


12:15  pm  -  12:30  pm 

"In  the  Pipeline"  (General) 

Session) 

(BALLROOM) 


Joan  Van  Nostrand 
National  Center  for  Health 
Statistics 
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12:30  pm  -  12:45  pm 

Summary  and  Conclusion 
(General  Session) 
(BALLROOM) 


Mary  F.  Harahan 

Office   of    the' Assistant 

Secretary     for     Planning 

Evaluation 


and 


12:45  pm  -  2:00  pm 

Lunch  Break  (Reconvene  at  2:00  pm) 


2:00  pm  -  3:30  pm 

Examination  of  Long  Term  Care 
Data  Bases  (BREAKOUT  SESSION  NO, 

(1)   1982-84  National  Long  Term 
Care  Survey 
(BALLROOM) 


(2) 


National  Long  Term  Care 
Channeling  Demonstration 
(CARLTON) 


(3) 


Combined  Session 
( BALCONY) 

(A)  National  Health 
Interview  Survey: 
1984  Supplement  on 
Aging 


3  —  INFORMAL) 

Kenneth  Man ton,  Ph.D. 
Duke  University 

Korbin  Liu,  Sc.D. 
Urban  Institute 

George  Carcagno 

Mathematica  Policy  Research 

Peter  Kemper,  Ph.D. 
National  Center  for  Health 
Services  Research,  DHHS/Office 
of  the  Assistant  Secretary  for 
Health 

Judith  Wooldridge 
Mathematica  Policy  Research 

Thomas  Grannemann,  Ph.D. 
Mathematica  Policy  Research 


Gerry  Hendershot,  Ph.D. 
National  Center  for  Health 
Statistics 

Susan  Jack 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 
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BREAKOUT  SESSION  NO.  3 
(continued ) 


(B)  1985  National  Nursing 
Home  Survey 


Joseph  Fitti 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Evelyn  Mathis 

National  Center  for  Health 

Statistics 


Esther  Hing 

National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Genevieve  Strahan 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Edward  Sekscenski 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

Jennifer  Madans,  Ph.D. 
National  Center  for  Health 
Statistics,  DHHS/Office  of  the 
Assistant  Secretary  for  Health 

William  Scanlon,  Ph.D. 
Center  for  Health  Policy, 
Georgetown  University 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administrat 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  SW. 

Washington,  D.C.  20201 


The  Office  of  the  Actuary  has  developed  a  set  of  tables  related  to  nursing  home 
utilization.  These  tables  are  presented  in  a  form  that  actuaries,  in  product  pricing, 
are  familiar  with.  They  would  enable  an  actuary  to  calculate  the  net  claim  cost  of 
nursing  home  benefits. 

The  data  used  to  construct  these  tables  come  from  two  files  extracted  from  the 
1985  National  Nursing  Home  Survey  by  the  National  Center  for  Health  Statistics. 
The  Current  Resident  File  contains  information  on  residents  who  were  in  nursing 
homes  on  the  day  prior  to  the  survey  dates.  The  discharged  Resident  File  contains 
information  on  those  nursing  home  residents  discharged  within  twelve  months  prior 
to  the  survey  dates. 

Table  A  shows  the  incidence  rates  of  entering  a  nursing  home  within  a  12-month 
period  by  age  and  sex.  The  numerator  is  the  number  of  admissions  within  12 
months  prior  to  the  survey  dates  from  both  the  Current  Resident  and  the 
Discharged  Resident  Files.  The  denominator  is  the  census  population  in  the  same 
age-sex  category.  These  rates  represent  the  probabilities  of  an  individual  entering 
a  nursing  home  within  a  12-month  period.  The  table  also  shows  probabilities  by 
length  of  stay.  These  are  probabilities  that  an  individual  will  spend  a  specific 
number  of  days  in  nursing  homes  once  he  is  admitted.  These  probabilities  are 
derived  from  data  in  the  Discharged  Resident  file. 

Table  B  shows  the  average  length  of  stay  associated  with  each  age-sex-length  of 
stay  cell  in  Table  A. 
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The  Office  of  the  Actuary  has  developed  a  set  of  tables  related  to  nursing  home 
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length  of  stay.  These  are  probabilities  that  an  individual  will  spend  a  specific 
number  of  days  in  nursing  homes  once  he  is  admitted.  These  probabilities  are 
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Table  B  shows  the  average  length  of  stay  associated  with  each  age-sex-length  of 
stay  cell  in  Table  A. 
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Table  C  is  derived  from  Table  A.  Instead  of  the  probability  of  length  of  stay  in  a 
certain  interval,  Table  C  shows  the  probabilities  of  length  of  stay  over  a  certain 
number  of  days. 

It  would  be  highly  desirable  to  have  more  detailed  breakdowns  than  those  shown  in 
Table  A.  However,  the  small  sample  size  severely  limits  the  maximum  number  of 
cells  that  can  be  used.  A  reasonable  compromise  is  to  have  a  finer  breakdown  in 
one  parameter  while  at  the  same  time  reduce  that  of  another  parameter  such  as 
Table  D.  Table  D  shows  the  number  of  admissions  for  length  of  stay  of  1  day,  2 
days  and  so  forth  in  increments  of  1  day,  up  to  30  days  for  all  ages  combined. 

Table  E  is  derived  from  Table  C.  It  is  known  as  a  continuance  table  in  the 
actuarial  profession.  It  shows  the  number  of  admissions  and  nursing  home  days 
over  a  series  of  thresholds. 

Implicit  in  these  tables  is  the  assumption  of  one  admission  per  user  in  any  given  12- 
month  period.  This  is  a  major  constraint  in  the  National  Nursing  Home  Survey. 
There  is  no  way  to  relate  multiple  admissions  to  an  individual.  This  one-admission- 
per-user  assumption  would  result  in  an  overstatement  in  the  incidence  rates  which 
is  offset  to  some  extent  by  an  understatement  in  the  length  of  stay.  The  offset 
may  not  be  complete.  It  does,  however,  reduce  the  impact  of  the  lack  of  multiple 
admission  data  on  the  claim  cost  estimate. 

The  tables  were  derived  from  raw  data.  No  graduation  was  done  to  improve  the 
smoothness  of  the  derived  numbers.  Some  of  the  numbers  are  not  very  credible 
because  of  the  small  number  of  patients  in  those  cells. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES  Health  Care  Financing  Administration 


(  A 

\    x^VV-^     Task  Force  on  Room  4406  HHS  Building 

%,J^X  Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

Crystal  City  Marriott  Hotel 

1999  Jefferson  Davis  Highway 

Arlington,  Virginia 

THURSDAY,  SEPTEMBER  25,  1986 

I.    Introduction  to  Task  Force 

Daniel  P.  Bourque,  Chairman 

II.    Introductory  Remarks 

Otis  R.  Bowen,  M.D.  Secretary,  DHHS 
William  L.  Roper,  M.D.  Administrator,  HCFA 

Secretary  Bowen  welcomed  the  Task  Force  members  and  informed  them  of  the 
critical  nature  of  their  mission.  Dr.  Roper  reinforced  Dr.  Bowen's  comments  on 
the  significance  of  the  Task  Force  charge.  Mr.  Bourque  reviewed  the  legislation 
and  the  charge  to  the  Task  Force.  He  stated  that  the  report  was  due  to  the  Secre- 
tary next  August.  The  report  is  to  be  recommendations,  not  a  Federal  mandate. 

III.  Introduction  of  Staff 

Dennis  L.  DeWitt,  Executive  Director  of  the  Task  Force  introduced  the  Task  Force 
staff:  Paul  D.  Elstein,  Herbert  A.  Robbins,  Judy  A.  Sander,  Spencer  R.  Schron  and 
David  A.  Williams. 

IV.  Report  of  the  Industry  Advisory  Committee  National  Association  of  Insurance  Com- 
missioners (NAIC)  Summary  and  Status — Andrea  Lazar,  Director  of  Government 
Relations,  Blue  Cross/Blue  Shield  of  Arizona. 

Ms.  Lazar  reported  that  the  NAIC  undertook  the  report  because  they  felt  that 
the  financing  of  long-term  care  (LTC)  is  one  of  the  most  critical  issues  of  1980's. 
Out  of  $35  billion  spent  on  LTC  expenses  in  1984,  private  insurance  paid  for  less 
than  2%.  The  NAIC  saw  the  health  insurance  industry  as  an  undeveloped  resource 
that  must  be  involved  in  LTC  planning  and  be  prepared  to  work  with  NAIC  toward 
the  resolution  of  critical  financing  issues. 

The  central  issue  is  what  can  be  done  to  stimulate  a  viable  market  for  private 
insurance  balanced  by  policies  to  ensure  adequate  consumer  protection.  The  financ- 
ing crisis  concerns  two  different  groups  of  the  population. 

1.  75  and  older — those  who  will  reach  age  75  within  15  years. 

2.  Those  now  age  20-45  who  will  reach  age  75  by  the  21  century. 

With  respect  to  loss  ratios,  regulators  and  industry  will  have  to  work  jointly  to 
develop  mutually  acceptable  standards  that  specifically  reflect  LTC  insurance  value 
and  allow  for  alternative  "reasonable  tests"  for  new  forms  of  coverage  not  antici- 
pated in  the  existing  NAIC  models. 

In  order  to  realize  market  development  to  its  fullest  potential,  State  and  Feder- 
al regulation  must  be  positive  and  flexible,  while  achieving  consumer  protection 
goals.  Recommendations  include  tightening  Medicaid  eligibility  regulations  and 
enforcement  of  transfer  of  assets  restrictions  to  prevent  inappropriate  use  of  the 
program.  Employers  should  explore  their  role  in  financing  the  LTC  benefits  with 
an  emphasis  in  developing  LTC  riders  to  existing  policies  of  employee  benefits. 
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Consumers  must  be  made  aware  of  LTC  insurance,  and  in  most  cases  that  they 
are  not  covered.  Many  people  believe  that  they  are  covered  through  Medicare  or 
one  of  the  supplement  policies. 

When  a  LTC  insurance  product  is  developed,  the  consumers  will  have  to  be  pro- 
tected so  that  they  will  not  be  victimized  by  certain  salesmen  who  want  to  sell  them 
duplicative  plans  or  plans  that  do  not  meet  minimum  standards. 

V.  Report  of  State  Legislative  and  Regulatory  Initiatives — Summary  and  Status — 
Richard  Merritt,  Director,  Intergovernmental  Health  Policy  Project,  George  Washing- 
ton University. 

Mr.  Richard  Merritt  pointed  out  that  LTC  reform  has  been  a  major  priority  of 
State  government  for  years.  At  the  same  time,  the  problem  of  Medicaid  is  really 
the  problem  of  LTC.  There  are  essentially  two  populations  under  Medicaid.  The 
AFDC  population  consists  of  adults  and  dependent  children,  constitutes  about  70% 
of  the  Medicaid  recipients,  but  consumes  less  than  30%  of  the  resources.  On  the 
other  hand,  the  SSI  population  which  is  the  aged,  blind,  and  disabled  individuals 
make  up  less  than  30%  of  Medicaid  recipients,  yet  consumes  more  than  70%  of 
the  resources.  States  are  very  concerned  about  nursing  home  care.  In  1984,  Medicaid 
covered  43.5%  of  all  nursing  home  care  expenditures.  On  the  average,  nursing 
home  care  is  the  largest  component  in  a  State's  Medicaid  budget  comprising  about 
45%  of  their  total  expenditures.  Assuming  current  utilization  and  no  change  in 
policy,  the  Nation's  Medicaid  nursing  home  bill  will  be  more  than  $30  billion  in 
1990.  The  States  have  responded  to  this  with  a  number  of  cost  containment  strate- 
gies such  as  utilization  and  reimbursement  controls. 

Richard  Merritt's  associate  Debra  Lipson  was  introduced  and  reviewed  their  report 
on  individual  State  legislative  and  regulatory  activities  concerning  long-term  care. 

VI.  Medicare/Medigap/Medicaid  Coverage  and  the  Baucus  Amendments — Judy  Sangl, 
Research  Analyst,  Health  Care  Financing  Administration. 

Ms.  Sangl  summarized  what  Medicare  and  Medicaid  cover  in  LTC  services  and 
provided  a  description  of  Medigap  health  insurance  designed  to  supplement  Medi- 
care and  other  limited  benefit  health  insurance  sold  to  Medicare  beneficiaries. 
Among  the  non-institutionalized  elderly,  which  is  about  95%  of  the  elderly  popu- 
lation, 13%  have  Medicaid  coverage  as. well  as  Medicare,  20%  will  have  Medicare 
only,  67%  will  have  some  type  of  private  insurance.  Among  the  5%  institutionalized 
elderly,  about  50%  have  spent  down  assets  to  gain  Medicaid  eligibility. 

In  1980,  the  Social  Security  Disability  amendments,  which  included  the  Bau- 
cus Amendments,  were  passed.  This  legislation  set  criteria  for  Medigap  insurance 
policies.  By  1982,  46  States  and  D.C.  had  complied  with  its  provisions. 

VII.  Measuring  Fair  Market  Value:  Description  of  Issue  and  Summary  of  Developments — 
Robert  MacKenzie,  Johnson  and  Higgins  of  Pennsylvania,  Inc. 

Mr.  MacKenzie  stated  that  the  program  which  his  firm  has  developed  is  a  group 
program,  is  LTC  insurance,  and  is  for  residents  of  retirement  communities.  The 
important  thing  is  that  it  focuses  on  the  independent  nature  of  the  housing  element. 
The  program  is  modeled  on  the  Continuing  Care  Retirement  Community  (CCRC), 
because  it  has  the  goal  of  reducing  people's  needs  for  long-term  health  care  serv- 
ices. The  program  is  not  driven  by  a  prior  confinement  in  a  hospital  or  skilled  nurs- 
ing facility  to  provide  coverage  for  the  continuum  of  services  from  home  care  up 
to  skilled  care,  including  adult  day  care  and  personal  care  services. 

One  of  the  major  reasons  for  the  slow  development  of  effective  LTC  insurance 
in  the  private  sector  is  that  most  policies  supplement,  rather  than  complement, 
Medicare. 
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The  historical  experience  of  health  insurers  indicates  that  in  general,  the  more 
extensive  the  benefit,  the  greater  the  utilization.  To  reduce  over-utilization  and 
inappropriate  utilization  of  health  services,  the  program  relies  heavily  on  utilization 
(case)  management  and  incorporates  a  degree  of  cost  sharing  in  the  plan  design. 

The  program  covers  all  levels  of  care,  contains  no  prior  hospital  confinement, 
has  no  lifetime  maximum  pay  out,  and  there  is  an  unlimited  benefit.  It  can  be  done 
because  there  are  some  control  points  in  the  system,  i.e.,  case  management,  a  rela- 
tively geographically  concentrated  purchaser  system  and  provider  system.  This 
suggest  that  when  we  look  at  the  development  of  LTC  insurance,  we  will  see  it  de- 
veloping successfully  on  a  group  basis  with  regional  vertically  integrated  provider 
systems,  contracting  with  groups  to  provide  that  kind  of  care.  There  are  cost  control 
as  well  as  access  control  capabilities. 

FRIDAY,  SEPTEMBER  26,  1986 
I.    Consumer  Awareness  and  Education  Activities — Steven  W.  Hamm,  South  Caroli- 
na Department  of  Consumer  Development. 

Consumer  education  in  this  area  is  probably  more  important  than  in  many  others. 
Long-term  health  care  issues  are  very  crucial  and  if  we  do  not  begin  now  to  en- 
courage our  population  to  look  at  some  of  these  issues,  they  are  going  to  look 
to  Government,  and  there  is  no  way  the  Government  can  even  begin  to  meet  some 
of  those  needs. 

If  you  do  not  begin  to  educate  a  public  about  the  need  for  this  kind  of  product 
(LTC),  you  will  have  wasted  your  time.  If  the  consumers  are  running  into  a  problem, 
and  companies  that  created  the  products  (LTC  insurance)  really  do  not  do  all  that 
they  claim  that  they  do,  you  will  see  the  recommendations  of  this  Task  Force 
being  ignored. 

II.    Remarks  by  Representative  Ron  Wyden 

Representative  Wyden  stated  there  is  no  need  to  produce  a  study  because  there 
are  a  raft  of  studies  that  basically  say  that  this  product  is  out  there,  that  people 
want  it,  and  if  we  figure  out  a  way  to  do  it,  people  will  buy  it. 

This  product  should  be  attached  to  an  existing  major  benefit  package. 

We  must  look  at  ways  to  make  it  more  attractive  to  people  who  want  to  be  able 
to  put  some  money  into  financing  LTC  insurance  at  an  earlier  age. 

The  whole  regulatory  area  must  be  flexible.  It  is  necessary  that  companies  can 
offer  quality,  affordable  products,  and  at  the  same  time,  retain  adequate  consumer 
protections. 

Mr.  Wyden  complemented  Mr.  Bourque  and  Mr.  DeWitt  on  their  efforts  to  keep 
him  informed  and  on  their  proposed  Task  Force  goals  and  objectives. 

III.  Changes  and  Innovations  in  Long-Term  Care  Insurance — Bruce  Boyd,  Chairman, 
Task  Force  on  Long-Term  Care  Health  Insurance  Association  of  America. 

There  are  currently  16  companies  which  are  preparing  to  enter  this  market  place. 
This  is  an  extremely  fast  growing,  but  not  a  large  industry. 

State  regulation  is  evolving.  In  the  past,  States  had  statutes  defined  primarily 
for  acute  care  expenses,  or  for  Medigap.  State  regulation  needs  to  be  sufficiently 
flexible  to  permit  a  broad  spectrum  of  approaches  to  meet  the  current  and  changing 
needs  in  this  market  place. 

Currently,  there  is  no  private  insurer  offering  an  employer-oriented  group  plan. 
Of  the  nearly  30  companies  who  are  offering  or  developing  individual  products, 
about  one-third  of  them  are  currently  considering  development  of  a  group  product. 

We  have  to  find  ways  of  offering  this  product  so  that  there  is  a  balanced  spread 
of  risk  reducing  the  possibility  of  adverse  selection. 

There  is  a  concern  about  induced  demand.  We  do  not  know  whether  the  providers 
of  insurance  will  mean  more  people  are  going  to  use  services. 
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IV.  Discussion  of  Goals  and  Objectives  of  the  Task  Force — Daniel  P.  Bourque,  Chairing. 
There  was  a  consensus  that  the  Task  Force  should  see  their  activities  as  more 
of  an  action  plan,  rather  than  a  study  report  of  what  has  been  done.  It  was  agreed 
that  the  primary  focus  of  attention  is  going  to  be  to  examine  options  for  stimulat- 
ing the  development  of  a  market  for  LTC  insurance,  and  in  the  process  of  that, 
pay  a  great  deal  of  attention  to  the  issues  of  consumer  protection.  There  was  general 
agreement  that  long-term  care  insurance  for  the  population  under  age  65  be  con- 
sidered by  the  Task  Force  as  well  as  for  those  people  over  65.  The  members  of 
the  Task  Force  asked  the  staff  to  come  up  with  a  matrix  showing  the  barriers  and 
incentives  for  insurers  and  consumers  with  regards  to  LTC  insurance. 

V.    Discussion  of  Task  Force  Approach  to  Report — Daniel  P.  Bourque,  Chairing. 

The  discussion  was  focused  mainly  on  the  definition  of  LTC  insurance.  Par- 
ticipants agreed  it  would  be  helpful  for  them  to  see  the  report  put  out  by  the  Beverly 
Foundation  on  "Public  Attitudes  About  Contingency  Planning  For  Long-Term  Health 
Care  Needs."  Herb  Robbins  made  a  presentation  on  LTC  insurance — what  are  its 
basic  components.  It  was  felt  that  the  definition  was  too  inclusive.  Some  Task  Force 
members  stated  that  such  a  definition  may  inhibit  the  insurance  companies  and 
since  insurance  regulation  is  properly  within  the  rights  of  State  governments,  there 
was  a  feeling  that  the  States  might  take  umbrage  at  too  much  Federal  involve- 
ment in  this  area. 

The  Task  Force  members  agreed  that  LTC  insurance  is  just  one  segment  of  an 
answer  to  the  problem  of  LTC.  The  answer  was  to  be  a  comprehensive  one,  includ- 
ing insurance,  changes  in  the  tax  codes,  and  variations  of  IRA's. 

VI.    Discussion  of  Future  Task  Force  Meetings  and  Other  Task  Force  Business — Daniel 
P.  Bourque,  Chairing. 
The  Task  Force  agreed  with  staff  on  the  dates  and  places  of  future  meeting; 

November  13-14  Washington,  D.C. 

January  22-23  Phoenix,  Arizona 

March  26-27  Washington,  D.C. 

May  18-19  Chicago,  Illinois 

July  16-17  Washington,  D.C. 

The  meeting  was  adjourned  at  3:00  p.m. 
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TASK  FORCE  ON  LONG-TERM  HEALTH  CARE  POLICIES 

Stouffer  Concourse  Hotel 

2399  Jefferson  Davis  Highway 

Arlington,  Virginia 

Summary  of  Proceedings 
Thursday  November  13,  1986 

I.    Preliminary  business  and  update  on  long-term  care  developments. 

Daniel  P.  Bourque,  Chairman 

II.    Panel  Discussion:  View  of  consumer  perceptions  of  barriers  to  the  purchase  of 
long-term  care  insurance 

A.  Dale  Larson,  LTC,  Inc. 

Mr.  Larson  suggested  that  both  the  need  for  long-term  care  insurance  as 
well  as  the  product  must  be  sold.  He  indicated  that  his  experience  showed 
four  basic  barriers,  i.e.,  physical,  financial,  informational,  and  psychological. 

The  first  category  is  physical  barriers.  Consumers  assume  they  do  not  qualify 
for  long-term  care  for  reasons  of  health  and  age.  More  often  than  not  both 
assumptions  are  incorrect. 

The  second  type  of  barriers  are  financial  barriers.  The  rich  people  do  not 
need  it  and  the  poor  people  cannot  afford  it. 

The  third  set  of  barriers  is  informational  barriers.  The  consumer  lacks  in- 
formation. The  consumer  does  not  understand  risk.  People  are  not  aware  of 
the  cost  of  being  in  a  long-term  care  facility;  they  do  not  understand  coverage; 
they  do  not  understand  that  there  are  limitations  to  their  coverage;  and  many 
consumers  are  not  aware  that  long-term  care  insurance  plans  do  exist. 

The  fourth  and  final  barrier  is  psychological.  Procrastination  of  the  consumer 
is  hidden  in  the  notion  that  unions,  employers,  and  the  Government  are 
developing  better  plans.  Many  consumers  decide  to  ignore  long-term  care 
needs  with  the  hope  they  will  go  away  and/or  deny  that  they  will  ever  need 
the  insurance.  He  indicated  that  his  experience  showed  four  basic  areas  of 
objections. 

B.  David  Strachan,  Blue  Cross/Blue  Shield  Association 

Mr.  Strachan  shared  that  his  organization  had  just  completed  a  study  on 
long-term  care  insurance  product  design  and  feasibility,  using  focus  groups 
and  telephone  interviews.  The  survey  focused  in  four  areas:  customer  percep- 
tion of  need,  products,  price,  and  marketing. 

In  the  part  of  the  survey  regarding  the  purchasing  of  a  product,  one  of  the 
reasons  stated  for  purchasing  the  product  was  financial  security.  The  survey 
also  revealed  that  consumers  felt  the  product  they  wanted  is  not  offered  stating 
that  benefits  under  current  policies  are  too  limited;  comprehensive  coverage 
is  wanted;  and  by  a  2  to  1  majority  the  most  important  benefit  is  home  health 
services  rather  then  nursing  home  services. 

Consumers  are  price  sensitive.  More  often  than  not  consumers  overestimated 
the  cost  of  long-term  care  insurance  and  when  told  of  the  actual  price,  interest 
in  the  product  increased. 


96 


Although  long-term  care  insuranoe  has  been  on  the  market  10  years,  major 
insurers,  such  as  the  "Blues",  are  just  getting  into  the  market.  Employees  are 
used  to  receiving  coverage  through  their  employer,  therefore,  buying  in- 
dependently is  a  major  change  in  buying  patterns. 

There  is  a  need  for  consumer  education  with  the  Government's  cooperation 
by  using  its  multiple  distribution  channels  such  as  the  Social  Security  Ad- 
ministration's District  Offices  and  the  Administration  on  Aging  distribution  net- 
work of  aging  related  organizations. 

C.  John  Selstad,  Seniors  Plus 

Mr.  Selstad  reported  that  Seniors  Plus,  located  in  Minneapolis,  is  one  of  on- 
ly four  demonstration  Social  HMOs  in  the  country.  Its  service  area  is  the  in- 
tensely competitive  Twin  Cities  area.  Forty  percent  of  that  population  belong 
to  pre-paid  plans,  yet  marketing  has  not  been  easy.  Barriers  to  purchasing 
Seniors  Plus  that  are  long-term  care  related  include:  denial  of  being  at  risk; 
misunderstanding  of  Medicare  and  supplemental  insurance/HMO  coverage  of 
long-term  care  services;  concern  with  cost  in  terms  of  what  is  actually  purchased 
with  the  additional  premium  that  can  be  of  benefit  immediately;  and  a  notion 
that  the  nursing  home  coverage  is  too  limited. 

D.  Larry  Kirsch,  Consumer  Health  Advocates 

Mr.  Kirsch  reported  that  a  six  day  survey  of  Medigap  insureds  in  Boston  in- 
dicate a  65%  level  of  misunderstanding  of  Medicare  and  Medigap  benefits  which 
was  about  the  same  level  of  misunderstanding  of  long-term  care  coverage. 

He  stated  that  the  most  serious  barrier  to  long-term  care  insurance  is  the 
attitude  toward  long-term  care  (psychological).  The  image  of  institutional  long- 
term  care  is  very  negative,  whereas  home  health  care  has  a  very  favorable  con- 
notation. It  will  be  interesting  to  see  if  more  positive  attitudes  toward  hospitals 
will  carry  over  to  hospital-run  long-term  care.  Group  sales  through  communi- 
ty institutions  have  been  overlooked  by  insurers,  e.g.,  the  Archdiocese  of  Boston 
has  a  network  and  reputation  that  already  exists. 

III.  Colloquy  between  Task  Force  Members  and  Panel 

Mr.  Larson  was  asked  why  he  has  been  so  successful.  He  replied  that  knowledge 
of  product  and  needs  of  consumer  and  personal  contact  and  interaction  make  him 
successful  in  breaking  down  barriers  with  consumers.  When  asked  what  are  the 
top  features  in  the  long-term  care  market,  Mr.  Larson  replied  that  people  want 
coverage  relative  to  their  need,  benefits  that  will  cover  risk,  longer  coverage  and 
home  care.  Consumers  are  interested  in  coverage  to  keep  them  out  of  nursing 
homes.  Mr.  Larson  stated  that  he  is  seeing  a  shift  in  the  market  to  pre-retirees  and 
people  in  their  60's. 

When  asked  what  effect  Government  involvement  (tax  breaks,  etc.)  would  have 
on  the  sale  of  long-term  care  insurance,  the  panel  members  replied  that  it  would 
have  some  impact,  but  not  an  ultimate  make-or-break  situation.  It  would  get  con- 
sumers' attention  and  show  that  the  Government  thinks  it  is  worthwhile.  Mandating 
long-term  care  insurance  coverage  was  not  supported  by  the  panel  members.  A 
variety  of  initiatives  addressing  different  parts  of  the  market  would  be  a  better 
solution. 

Finally,  it  is  important  to  send  a  consistent  message  to  consumers  that  Medicare 
does  not  cover  long-term  care  and  that  the  Government  is  unlikely  to  provide  that 
coverage. 

IV.  Panel  Discussion:  Critical  Facts  and  Educational  Approaches  to  the  Consumer. 
A.  Dale  Larson,  LTC,  Inc. 

Mr.  Larson  opened  the  panel  discussion  by  suggesting  that  the  Government 
should  start  telling  people  the  truth  about  "spend  down",  Veterans  benefits, 
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Medicaid.  Consumers  should  be  informed  of  the  availability  of  long-term  care 
services,  cost  of  long-term  care,  and  what  private  insurance  can  and  cannot 
do.  We  need  to  promote  self-responsibility;  encourage  development  of  educa- 
tional material;  and  avoid  becoming  reliant  on  the  Government.  It  was  sug- 
gested that  HCFA  revise  the  guide  to  Medicare;  arrange  for  Public  Service  An- 
nouncements; and  utilize  the  network  of  aging  related  organizations. 

B.  Robert  Phillips,  Amex  Life  Assurance  Company 

Mr.  Phillips  suggested  that  people  do  not  know  about  their  increasing  life 
span  and  the  potential  increase  of  long-term  care  needs  with  age. 

In  a  study  conducted  in  California,  Arizona,  and  Florida  on  a  select  group 
of  senior  citizens  it  was  observed  that  senior  citizens  are  concerned  with  stay- 
ing healthy;  concerned  with  high  cost  of  health  insurance  and  decrease  in 
coverage;  want  to  protect  assets;  do  not  want  to  be  a  burden  financially  or 
physically;  have  considerable  interest  in  HMO's;  virtually  all  have  supplemen- 
tal insurance  to  Medicare;  nursing  homes  perceived  as  depressing  and  last 
destination  before  death;  and  want  to  have  control  over  their  own  destiny. 

Seniors  are  not  motivated  by  passing  on  of  assets.  They  feel  that  they  have 
given  enough  to  their  children  and  it  is  time  to  think  of  themselves.  They  have 
great  concern  about  medical  costs  and  the  effect  on  what  assets  they  have. 

C.  Ron  Hagen,  American  Association  of  Retired  Persons  (AARP) 

Mr.  Hagen  felt  the  vast  majority  of  AARP  members  would  prefer  home  health 
care  to  a  long-term  nursing  stay.  They  did  not  want  to  think  of  nursing  home 
care.  There  is  considerable  interest  in  income  and  asset  protection.  There  is 
widespread  confusion  as  to  whether  Medicare  or  private  insurance  coverage 
will  cover  extended  nursing  home/home  health  care  costs. 

Mr.  Hagen  felt  that  portability  is  a  tertiary  issue  for  not  buying  long-term 
care  insurance.  People  are  really  concerned  about  getting  what  they  think  they 
bought.  Buyers'  guides  for  long-term  care  insurance  would  be  very  helpful  and 
should  be  produced  by  labor  unions,  employers,  private  insurers,  Federal 
Government,  State  Governments,  and  the  National  Conference  of  State 
Legislatures. 

D.  Don  Gilmore,  Wiley  Christian  Retirement  Center 

Mr.  Gilmore  believes  there  is  an  underestimation  of  the  risk  of  chronic  il- 
lness requiring  costly  long-term  care  services;  and  overestimation  of  existing 
protection  through  Medicare  and  private  supplemental  insurance  policies.  There 
is  a  need  for  increased  consumer  understanding  of  existing  financing 
mechanisms  and  potential  options.  The  stigma  attached  to  long-term  care  ser- 
vices in  general  and  nursing  home  care  in  particular  may  prevent  consumers 
from  adequately  attending  to  the  need  for  protection.  There  is  a  need  to  establish 
a  National  Information  and  Training  Clearinghouse  on  Long-Term  Care  for  col- 
lection and  nationwide  distribution  of  information  regarding  long-term  care 
financing  and  delivery  systems,  with  specific  focus  on  need  and  availability  of 
private  insurance.  This  Clearinghouse  would  develop  model  training  programs 
for  elderly  citizens;  educate  people  as  to  the  needs  of  parents;  develop  a  Na- 
tional Long-Term  Care  Awareness  Month;  coordinate  State  and  Federal  efforts 
in  long-term  care;  build  coalitions  among  consumers,  insurers  and  other  groups; 
increase  community  outreach  programs. 

V.    Colloquy  Between  Task  Force  and  Panel  Members 

Discussion  centered  on  the  understanding  that  individuals  are  being  released 
to  nursing  homes  from  hospitals.  Over  the  long-term  the  age  for  purchasing  of 
long-term  care  insurance  will  shift  downward  as  information  and  acceptance  of 
realities  increases  causing  the  premiums  to  drop. 
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A  statement  by  the  Task  Force  which  is  more  supportive  of  nursing  homes  than 
negative  anecdotes  that  are  currently  popular  would  help  lessen  negative  public 
impressions  and  help  stimulate  the  insurance  market. 

VI.    Dinner  Speaker:  Anna  M.   Rappaport,  FSA,   Principal,  William   M.   Mercer- 
Meidinger,  Inc.  "Employer  Concerns  about  Post-retirement  Benefits" 

Ms.  Rappaport  suggested  that  public  policy  objectives  should  be  to  enhance  finan- 
cial security  of  retirees,  offer  a  stable  system  of  financial  medical  care  for  older 
Americans  and  encourage  employers  to  offer  benefits.  Long-term  care  insurance 
could  play  a  significant  role  in  that  policy. 

The  current  reality  works  against  such  a  policy  because  of  cost  pressures  in  any 
area  increases  total  labor  cost  and  affect  foreign  competition,  regulation  is  ac- 
celerating, demographic  trends,  high  medical  costs  for  the  retirees  and  a  building 
crisis  of  instability  in  current  employer  plans. 

A  solution  to  this  crisis  would  be  to  permit  employers  with  well-funded  pension 
plans  more  flexibility  in  using  Internal  Revenue  Code  Section  401(h)  accounts  so 
that  the  surplus  available  could  pay  for  retiree  medical  benefits  as  an  alternative 
to  the  current  requirement  of  asset  reversion.  A  change  in  current  policy  to  per- 
mit prefunding  of  medical  benefits  (long-term  care  insurance)  similar  to  that  allowed 
for  pensions  would  also  remove  a  significant  employer  barrier. 

Friday,  November  14,  1986 

I.    Presentation    and    discussion    of    staff    papers    and    development    of 
Recommendations. 

A.  Barriers  and  Incentives 

It  was  suggested  that  another  barrier  to  provision  of  long-term  care  is  "age 
category."  The  Task  Force  also  discussed  the  possibility  of  long-term  care 
insurance  being  added  on  to  standard  types  of  coverage.  It  was  noted  that  risk 
pooling  seems  to  be  a  major  vehicle  for  making  long-term  care  insurance 
affordable. 

B.  Lack  of  Demand 

Staff  cited  an  AARP  survey  and  Beverly  Foundation  reports  which 
demonstrated  that  those  interviewed  did  not  recognize  the  need  for  long-term 
care  insurance  and  generally  preferred  not  to  think  about  the  issue.  There  were 
also  strong  feelings  that  they  were  incapable  of  planning  for  a  vast  and  unpredic- 
table eventuality. 

The  Task  Force  focused  on  the  need  for  Government  to  work  with  specific 
professional  groups,  such  as  the  American  Association  of  Homes  for  the  Aging, 
which  have  their  own  task  forces  on  long-term  care  to  develop  educational  pro- 
grams on  long-term  care  insurance  for  private  employers  to  educate  their 
employees.  The  Task  Force  also  emphasized  the  need  for  Government  to  col- 
laborate with  those  associations  of  physicians  which  provide  care  to  senior 
citizens,  e.g.,  American  Academy  of  Family  Practice,  to  develop  educational 
programs  for  employees.  It  was  strongly  encouraged  that  specific  entities  within 
the  Government  be  identified  that  would  have  a  prominent  interest  in  long- 
term  care  insurance  to  work  with  private  groups  in  developing  educational  pro- 
grams for  employees,  e.g.,  Health  Care  Financing  Administration.  Office  of 
Health  Development  Services,  Office  of  Personnel  Management. 

The  Task  Force  recommended  that  efforts  in  the  areas  of  research  and 
demonstrations  in  long-term  care  insurance  should  be  combined  and  be  in  very 
specific  areas  where  little  is  known. 
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It  was  recommended  that  any  collection  of  data  in  the  long-term  care  in- 
surance field  be  as  specific  as  possible  and  that  a  review  be  made  of  what 
access  can  be  made  of  long-term  care  data  that  already  exists. 

C.  Lack  of  Understanding 

It  appears  that  a  large  number  of  people,  particularly  those  aged  65  and  over 
would  consider  purchasing  long-term  care  insurance,  but  for  the  erroneous  belief 
that  they  already  are  protected  by  Medicare  and/or  Medigap  policies. 

Recognizing  this  considerable  lack  of  understanding  on  the  part  of  the  public 
the  Task  Force  recommended  that  the  Federal  Government  should  take  the 
following  steps  to  publicize  the  long-term  care  limitations  of  Medicare:  1.  publish 
a  short  guide  discussing  the  long-term  care  limitations  of  Medicare  and 
distribute  this  guide  via  the  network  of  organizations  dealing  with  aging;  2. 
require  Social  Security  Administration  District  Offices  to  inform  new 
beneficiaries  about  what  Medicare  does  not  cover  in  long-term  care;  and  3. 
review  all  other  publications  and  public  affairs  materials  to  determine  what  fur- 
ther steps  are  needed. 

The  Task  Force  further  recommended  that  private  organizations  should  con- 
sider publishing  educational  documents  devoted  solely  to  long-term  care  and 
the  limitations  of  Medicare. 

D.  Availability  of  Medicaid  and  Veterans  Benefits 

The  Medicaid  program  is  the  principal  public  source  of  funding  long-term 
care,  accounting  for  about  half  of  the  total  national  expenditures.  Approximately 
half  of  the  people  in  nursing  homes  are  covered  by  Medicaid. 

The  Veterans  Administration's  (VA)  programs  present  a  different  problem. 
The  number  of  veterans  65  and  over  will  increase  from  3  million  in  1980  to 
9  million  in  the  year  2000.  This  fact  along  with  the  data  showing  that  about 
63,000  veterans  used  nursing  facilities  paid  for  by  the  VA  in  1983  could  in- 
dicate that  the  VA  could  be  a  barrier  to  insurance  coverage. 

There  was  discussion  to  review  the  impact  of  extending  transfer  of  asset  rules 
beyond  2  years.  It  was  also  expressed  that  more  definitive  figures  should  be 
made  available  to  the  Task  Force  about  Medicaid  "spenddown."  Long-term  care 
insurance  could  act  as  a  deductible  before  Medicaid  is  "kicked  in."  Task  Force 
members  agreed  making  long-term  care  insurance  attractive  for  consumers 
to  purchase  would  be  the  most  important  task. 

The  Task  Force  recommended  encouraging  stronger  monitoring  of  transfer 
of  assets  by  States.  In  addition,  the  Task  Force  recommended  that  there  be 
greater  definition  of  the  differences  between  Medicare  and  Medicaid.  This  could 
be  accomplished  by:  1.  improving  Medicare  information  material  to  clarify  the 
differences  between  the  programs;  2.  publishing  an  educational  pamphlet  on 
the  subject;  and  3.  making  public  service  announcements  about  the  differences. 
The  Task  Force  encouraged  research  in  models  that  would  lead  to  quality 
recommendations  at  a  later  date  with  emphasis  on  feasibility  and  timeframe. 

E.  Vested  Interest  in  Medicare/Medigap  Insurance 

Government  and  private  insurers  have  a  vested  interest  in  Medicare  and 
Medicare  supplement  insurance  (Medigap)  which  conflicts,  at  least  to  some  ex- 
tent, with  the  marketing  of  private  long-term  care  insurance.  The  basic  need 
is  for  the  Federal  Government  and  the  private  insurance  industry  to  provide 
better  information  and  education  so  Medicare  enrollees  and  Medigap  policy 
holders  can  better  understand  their  coverage  (or  lack  thereof)  for  long-term  care. 

The  Task  Force  recommended  that  insurance  companies  should  consider 
marketing  long-term  care  insurance  to  a  younger  population  which  is  not  fac- 
ed with  choosing  between  long-term  care  coverage  and  Medigap  insurance. 
The  intent  is  to  reduce  the  age  at  which  the  decision  would  be  made  to  purchase 
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long-term  care  insurance.  It  was  agreed  that  there  was  no  need  for  the  Federal 
Government  to  mandate  Medigap  coverage  of  long-term  care  insurance  because 
insurance  companies  would  modify  their  Medigap  policies  to  incorporate  long- 
term  care  services  if  the  market  demanded  it.  The  insurance  companies  would 
want  the  flexibility  to  develop  their  own  policy  packages. 

Considerable  concern  was  expressed  about  how  the  Baucus  amendments 
would  impact  or  impede  the  development  of  new  coverage  products  as  part 
of  Medigap  policies.  It  was  clarified  that  there  is  nothing  that  prohibits  the 
development  of  new  insurance  products.  If  it  were  incorporated  into  a  Medicare 
supplement  policy  that  policy  would  no  longer  be  a  Medicare  supplement  policy 
but  would  be  a  different  kind  of  insurance  not  subject  to  Medigap  State  regula- 
tions, but  subject  to  other  insurance  regulations. 

II.    Public  Comment  Period 

1.  John  Mathews — Health  Insurance  Association  of  America.  With  all  of  the 
many  documents  put  out  by  HCFA,  they  could  surely  include  information 
on  long-term  care  in  them. 

2.  Valerie  Wilbur — American  Association  of  Homes  for  the  Aging.  There  is  a 
substantial  demand  for  long-term  care  insurance.  Two  out  of  three  in- 
dividuals on  Medicare  have  Medigap  policies.  The  long-term  care  insurance 
policies  on  the  market  do  not  meet  the  desires  of  the  elderly  and  are, 
therefore,  not  being  purchased. 

III.  Lunch  Speakers:  Leonard  Samson,  Partner,  and  Arlene  Weissman,  Ph.D.,  Towers, 
Perrin,  Forster  and  Crosby.  "Determining  the  Validity  of  Market  Data  and  Ap- 
plying it  to  Market  Strategies." 

Market  research  emphasizes  that  you  must  be  cognizant  of  what  consumers  think 
their  needs  are. 

The  market  research  performed  for  AARP  showed  that  when  told  that  Medicare 
does  not  cover  long-term  care,  one  in  three  elderly  persons  is  willing  to  buy  in- 
surance. Those  aged  65-74  are  willing  to  pay  $69  a  year  while  older  people  would 
pay  more  ($79).  One  in  four  of  those  aged  65-74  would  more  likely  be  interested 
in  continuing  care  retirement  communities.  The  overwhelming  (77  percent)  ma- 
jority of  those  surveyed  preferred  only  home  health  care  vs.  only  nursing  home  care. 

Among  the  barriers  to  acceptance  to  long-term  care  insurance  is  confusion  over 
whether  Medicare  or  private  insurance  will  cover  extended  home  care.  Many  believe 
that  their  present  insurance  policies  provide  private  long-term  care  coverage. 

Neither  long-term  care  insurance  nor  continuing  care  retirement  communities 
have  strong  marketing  appeal.  Consumers  consider  dollar  benefit,  length  of 
coverage,  pre-existing  conditions  (coverage  12  months  after  payment),  presence 
or  absence  of  home  health  coverage,  and  reasonable  premiums  to  be  necessary 
components  of  any  long-term  care  insurance  policy. 

IV.  Report  of  Subgroups 

Mr.  Childers  summarized  the  Group  A  discussion: 

—  Long-term  care  benefits  should  not  be  made  mandatory. 

—  There  should  be  a  June  meeting  tentatively  scheduled  in  case  the  Task  Force 
is  unable  to  complete  its  work  within  the  scheduled  number  of  meetings. 

—  In  the  future,  papers  should  identify  if  other  groups  have  addressed  these 
problems  and  their  respective  positions. 

—  Need  for  union  input  in  future  panels. 

—  Similar  Task  Force  Chairmen  should  be  invited  for  their  views. 

—  Provide  both  summaries  and  full  papers  for  material  sent  to  Task  Force. 
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Dr.  Scamahorn  summarized  the  Group  B  discussion: 

—  Need  for  development  of  long-term  care  definition  prior  to  January  meeting. 
Various  definitions  should  be  sent  out  for  response. 

—  The  form  of  the  draft  report  should  be  discussed  at  the  January  meeting. 

—  Four  speakers  per  panel  may  be  too  many. 

—  Need  opposing  views  on  issues,  especially  unions. 
Dr.  Marlon  summarized  the  Group  C  discussions: 

—  Long-term  care  should  be  defined. 

—  Long-term  care  insurance  should  be  defined. 

—  Various  definitions  should  be  sent  out  to  Task  Force  members  for  their 
reactions. 

—  Subgroups  have  merit  for  active  discussion. 

—  Speakers  should  address  the  staff  papers. 

Chairman  Bourque  instructed  the  staff  to  send  Task  Force  members  various  defini- 
tions on  long-term  care  for  their  reactions.  Brochures  from  the  hotel  for  our  next  meeting 
will  be  sent  to  all  Task  Force  members.  We  need  dates  for  a  June  meeting  if  it  is 
necessary.  Task  Force  Members  should  notify  staff  what  dates  in  June  are  not  accep- 
table. The  next  meeting  will  be  held  at  the  Ramada  Vally  Ho  Inn  in  Scottsdale,  Arizona, 
January  22—23,  1987. 

The  meeting  was  adjourned  at  3:05  p.m. 
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yfo      DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES Health  Care  Financing  Administration 

—JlC^     Task  Force  on  Room  4406  HHS  Building 

iTj^?  Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

TASK  FORCE  ON  LONG-TERM  HEALTH  CARE  POLICIES 

Ramada  Valley  Hotel 
Scottsdale,  Arizona 

Summary  of  Proceedings 

Thursday,  January  22,  1987 

I.    Opening  — Daniel  Bourque,  Chairman. 

Mr.  Harry  Eakin,  State  Insurance  Commissioner  of  Indiana  was  introduced  as 
a  new  member  of  the  Task  Force. 

II.    Housekeeping  and  Update. 

1.  Approval  of  Summary. 

The  Summary  of  the  November  13-14,  1986  meeting  of  the  Task  Force 
was  approved  without  changes. 

Mr.  Bourque  then  asked  Dennis  DeWitt  to  report  on  the  following  Staff 
activities. 

2.  Data  Meeting. 

In  mid-December  staff  convened  a  meeting  with  representatives  from  The 
Department  of  Health  and  Human  Services  (HHS),  Health  Care  Financing 
Administration  (HCFA),  Blue  Cross/Blue  Shield,  the  Health  Insurance 
Association  of  America  (HIAA)  and  representatives  of  insurance  companies. 
The  purpose  was  to  understand  and  share  available  data  regarding  long- 
term  care. 

3.  Social  Security  "Stuffer". 

In  previous  Task  Force  discussions  it  was  suggested  that  a  "Stuffer" 
be  included  with  Social  Security  checks  that  would  explain  the  limits  of 
Medicare/Medicaid  with  regards  to  long-term  care  (LTC)  coverage,  and 
would  advise  the  elderly  to  seek  additional  coverage.  The  cost  of  "piggy- 
backing" such  a  stuffer  to  a  regular  mailing  would  be  approximately 
$75,000.  A  separate  mailing  to  Social  Security  recipients  would  cost  $  2 
million.  The  effort  to  "piggyback"  on  a  mailing  set  for  April  was  not  suc- 
cessful, however,  the  issue  is  still  being  pursued. 

4.  Studies  on  Spenddown. 

Presently  there  are  four  states  doing  tape  to  tape  exchange  of  informa- 
tion on  Medicaid  which  will  provide  some  information  on  spenddown.  The 
Brookings  Institution  has  also  done  some  rough  modeling  in  this  area.  The 
Task  Force  requested  that  rather  than  wait  on  the  Assistant  Secretary  for 
Planning  and  Evaluation  (ASPE),  the  Staff  should  request  HCFA's  Office 
of  the  Actuary  to  provide  information  on  spenddown.  Chairman  Bourque 
requested  that  any  Task  Force  member  interested  in  serving  on  a  subcom- 
mittee on  this  issue  should  contact  him. 

5.  Premium/Benefit  Discussions. 
Staff  has  been  meeting  with  the  HCFA  Office  of  the  Actuary  and  hopes 

to  have  proposals  on  this  subject  by  the  May  Task  Force  meeting. 
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III.  Discussion    of    Definitions    (Long-Term    Care,    Long-Term    Care 
Insurance). 

The  definition  of  long-term  care  was  approved  and  it  was  suggested  that  this 
definition  be  circulated  among  insurers. 

During  the  conversation  on  LTC  insurance,  it  was  pointed  out  that  the  defini- 
tion did  not  differentiate  between  health  insurance,  and  LTC  benefits  provided  by 
an  employer.  Further,  there  was  concern  about  the  differences  between  the  pro- 
posed definition  and  the  one  adopted  in  the  National  Association  of  Insurance  Com- 
missioners' model  law.  The  LTC  insurance  draft  definition  was  approved  as  a  work- 
ing definition  and  the  Staff  will  further  develop  the  proposal. 

IV.  Discussion   of   Secretary   Bowen's   Catastrophic   Illness   Report. 
Steven  A.  Grossman,  Deputy  Assistant  Secretary,  HHS. 

In  the  1986  State  of  the  Union  Address  President  Reagan  directed  Secretary 
Bowen  to  look  at  catastrophic  and  long-term  care  costs.  The  report  was  broken 
down  into  three  areas:  (1)  acute  over  65,  (2)  acute  under  65,  and  (3)  long-term  care. 
Mr.  Grossman  chaired  the  study  of  long-term  care. 

Some  of  the  facts  brought  out  during  the  year  long  study  by  the  Secretary's  Work- 
ing Group  on  Long-Term  Care  were:  Half  of  all  nursing  home  payments  are  out-of- 
pocket  expenditures  by  the  elderly,  and  almost  all  the  rest  are  paid  by  Medicaid. 
While  the  average  length  of  stay  in  a  nursing  home  is  456  days,  more  than  half 
of  all  nursing  home  stays  are  for  less  than  3  months,  and  40%  of  nursing  home 
admissions  are  for  less  than  30  days.  On  the  subject  of  financing  LTC,  75%  of 
those  over  age  65  own  their  own  home,  and  83%  own  them  free  and  clear  with 
an  average  equity  of  $55,000. 

A  Task  Force  member  mentioned  that  utilization  data  on  LTC  from  the  Veterans 
Administration  was  not  incorporated  in  the  LTC  Working  Group  report.  Secretary 
Bowen's  report  recommends  establishing  a  50%  refundable  tax  credit  for  LTC  in- 
surance premiums  for  persons  over  age  55  (up  to  annual  maximum  of  $100).  The 
$100  level  was  chosen  knowing  that  while  helpful,  the  economics  would  not  be 
compelling.  The  hope  is  that  the  statement  made  by  a  tax  incentive,  given  the  cur- 
rent environment,  would  give  a  strong  message  to  the  public  that  long-term  care 
insurance  should  be  given  serious  consideration.  The  Task  Force  discussed  ap- 
propriate timing  for  a  statement  on  Secretary  Bowen's  Report  and  decided  that 
it  should  be  formally  dealt  with  in  the  context  of  the  Final  Report. 

V.    Public  Comment. 

1 .  Jane  M.  Orient,  M.D.,  President.  Association  of  American  Physicians  and 
Surgeons. 

The  best  and  most  economical  way  to  provide  for  old  age  is  for  each  per- 
son to  work  as  long  as  possible,  and  to  accumulate  savings.  Americans  save 
between  only  4.0  and  6.0  %  of  after-tax  income,  the  lowest  rate  in  the 
developed  world.  Japanese  save  17%. 

Any  proposed  long-term  care  program  should  not  add  to  the  Federal 
deficit,  nor  distort  economic  incentives  by  using  other  people's  money  to 
buy  what  people  don't  value  enough  to  pay  for  themselves.  It  should 
stimulate  and  reward  savings,  investment,  work,  and  acceptance  of  respon- 
sibility for  one's  own  family,  and  involve  the  Federal  government  only  as 
a  last  resort. 

2.  Mr.  Cameron  Truesdell,  LTC.  Inc. 

Mr.  Truesdell  strongly  urged  that  the  terms  "long-term  care"  and 
"catastrophic"  not  be  used  interchangeably. 
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VI.    Recommendations. 

The  Task  Force  looked  at  the  recommendations  provisionally  agreed  to  at  its 
November  12  meeting.  The  following  changes  were  made: 

1.  Paper  on  Lack  of  Demand  And  Understanding. 

Task  Force  members  agreed  that  the  NAIC  Report  on  Long  Term  Care 
Insurance  be  included  as  an  additional  source  of  actuarial  information  on 
LTC  services.  It  further  altered  selected  recommendations  and  suggested 
that  they  be  included  in  the  narrative  portion  of  the  final  report. 

2.  Paper  on  Availability  of  Medicaid  And  Veterans'  Benefits. 

The  Task  Force  eliminated  redundancies  in  the  recommendations  and 
held  open  the  issues  of  spenddown  and  asset  transfer  for  further  discus- 
sion and  consideration. 

VII.    Level  of  Care  Discussion. 

A.  Presentation  of  Paper:  Level  of  Care,  Service  Definition  and  Access  Limita- 
tions. DeWitt/Robbins 

B.  Comments  of  Panelists. 

1.  Edwin  H.  Gordon,  Tucker  Anthony  &  R.L.  Day. 

There  are  three  factors  within  a  level  of  care  discussion:  payors,  providers 
and  patients.  The  problem  of  critiquing  need  assessment  is  the  current  lack 
of  a  system.  One  barrier  is  that  the  consumer  is  totally  unaware  of  policies 
that  are  in  the  marketplace.  Uniformity  of  levels  of  care  has  both  strengths 
and  weaknesses. 

2.  Linda  L.  Lanam,  Union  Fidelity  Life  Insurance  Company. 

Insurance  is  risk-sharing,  not  risk  taking.  Aging  is  not  an  insurable  event. 
Insurance  policies  must  be  constructed  so  that  eligibility  criteria  are  not 
easily  manipulated.  The  benefits  of  multiple  policies  held  by  the  insured 
should  be  explained  to  the  customer  so  that  he/she  knows  which  policy 
is  the  primary  or  secondary  payor,  and  the  mix  of  benefits  covered  by  the 
policies. 

3.  Judy  Brown,  ARA  Living  Centers. 

LTC  insurance  is  a  protection  of  assets.  Education  is  a  necessity  in  prepar- 
ing consumers  for  purchasing  such  insurance.  A  case  can  be  made  for  the 
standardization  of  definitions.  However,  by  defining  such  services,  you 
match  the  patient  to  the  service,  rather  than  to  the  level  of  care.  Uniformity 
of  approaches  does  not  mean  you  cannot  come  up  with  a  good  system. 
Miss  Brown  stated  that  when  we  talk  of  services  we  must  be  specific  about 
whether  we  mean  institutional,  home,  or  community  based. 

C.  The  Task  Force  broke  into  small  groups  for  discussion  and  reported  back 
as  follows: 

1.  Mr.  Childers  summarized  the  Group  A  discussion:  There  was  an  extensive 
discussion  about  "level  of  care."  One  point  brought  out  during  the  discus- 
sion was  the  difference  in  popularity  between  nursing  homes,  and  home 
and  community  based  services.  Many  polls  indicate  that  people  favor  the 
latter.  Given  this  preference,  how  do  you  control  non-institutional  services 
if  everybody  wants  them?  It  was  observed  that  if  you  are  going  to  have  home 
care,  then  it  will  have  to  be  managed  care. 

If  an  indemnity  policy  acts  like  a  voucher,  then  a  person  may  not  want 
to  use  all  of  his  "credits"  in  home  care,  before  he  needs  to  use  nursing  home 
service. 

In  the  discussion  on  the  standardizing  of  definitions,  the  question  was 
asked,  what  services  would  actually  be  included?  However,  uniformity  may 
not  be  necessary.  Medigap  policies  are  selling  well,  yet  they  have  different 
levels  of  coverage. 
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In  fact,  although  there  are  a  wide  variety  of  health  care  policies,  there 
has  been  little  difficulty  in  their  acceptance.  Their  lack  of  uniformity  may 
be  a  strength  because  they  have  been  designed  with  certain  markets  in  mind, 
and  this  would  probably  be  true  for  LTC  insurance  policies  as  well. 

With  reference  to  the  recommendations  on  pp.  15  and  16  of  the  "Level 
of  Care"  paper,  the  sub-group  recommends  the  following  changes: 

#5.  We  would  not  support  the  first  sentence. 

#6.  We  feel  that  it  is  not  necessary  for  the  Task  Force  to  comment  on 
this  issue. 

2.  Dr.  Scamahorn  summarized  the  Group  B  discussion: 

Recommendation  #4  under  Level  of  Care/Service  Definitions  should 
strongly  urge  the  abolishing  of  distinctions  between  skilled  nursing  facilities 
and  intermediate  care  facilities  placement. 
#b.  We  should  eliminate  the  first  sentence. 

Under  "Access  limitations,"  in  Recommendation  #2  the  word  "equal"  in 
lines  2  and  4  should  be  deleted. 
#3  should  have  the  phrase,  "as  it  impacts  on  long. term  care"  appended  to  it. 

3.  Mrs.  Rehkamp  summarized  the  Group  C  discussions: 

Under  "Level  of  Care,"  Recommendations  2  and  4  should  be  combined, 
and  5  and  6  be  eliminated. 

Under  "Access,"  Group  C  does  not  like  the  concept  of  prior  hospitaliza- 
tion, but  until  something  better  comes  along,  they'll  stick  with  it. 

At  the  conclusion  of  this  discussion,  the  meeting  was  adjourned. 

FRIDAY,  January  23,1987 

I.    Employer  and  Group  Concerns. 

A.  Presentation  of  Paper.  DeWitt/Elstein. 

B.  Comments  of  Panelist. 

1.   Meg  Delaney,  Retiree  Health  Care  Specialist. 

There  seems  to  be  growing  interest  among  employer  groups  on  the  LTC 
insurance  issue.  Additional  evidence  of  employer  interest  is  the  work  done 
by  the  Employee  Benefits  Research  Institute,  the  National  Association  of 
Manufacturers,  the  Minnesota  Coalition  on  Health  and  the  Washington 
Business  Group  on  Health.  A  further  example  is  the  Social  Health 
Maintenance  Organization  (SHMO)  with  open  enrollment  set  up  by 
McDonnell-Douglas  and  a  similar  plan  by  White  Motors  of  Minneapolis. 

Some  critics  have  expressed  concern  about  the  length  of  the  coverage 
period  in  LTC  insurance  policies.  However,  a  benefit  plan  of  one  to  three 
years  goes  a  long  way.  Brandeis  University  research  shows  that  75%  of  nur- 
sing home  entrants  stay  less  than  one  year.  Employers  who  substitute 
home/custodial  care  for  acute  care  go  outside  their  benefit  package. 
Employers  will  reorganize  benefit  structures  offering  post-hospital  home 
care  in  order  to  reduce  acute  costs,  thus  freeing  existing  dollars  for  LTC. 
Case  management  has  the  potential  of  creating  a  good  mix  of  services.  The 
HMO  option  has  also  been  proven  popular  with  both  employers  and  retirees. 

In  order  to  encourage  more  employer  involvement  in  long-term  care  the 
following  actions  are  needed: 

1.  Education  of  employers  and  elderly. 

2.  Leadership  from  Federal  and  State  governments. 

3.  Removal  of  DEFRA  prefunding  barriers. 

4.  Commitment  by  major  industrial  leaders. 

5.  Judicial  relief. 

6.  Tax  incentives  and  use  of  overfunded  pension  plans  for  LTC. 
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Because  of  the  inclement  weather  in  Washington,  D.C.,  Karen  Ignagni, 
the  AFL-CIO  representative,  was  not  able  to  attend  the  meeting. 

EQOICOR  Survey 

Dennis  DeWitt  gave  highlights  of  a  survey  of  employers  of  500  or  more 
employees.  Of  the  retirees  interviewed,  85  percent  had  worked  15  or  more 
years  for  their  company.  Some  of  the  results  of  the  survey  include  the 
following: 

—  Corporate  benefits  officers  expect  the  cost  of  providing  retiree  health 
benefits  to  become  a  major  problem  for  their  company  within  10  years; 

—  Ignorance,  and  an  unwillingness  to  address  the  problem,  characterize 
most  companies'  efforts  to  manage  the  future  cost  of  retiree  health 
benefits; 

—  A  Federal  policy  allowing  employers  to  create  medical  IRAs  proved  most 
popular  with  corporate  benefits  officers.  Also  popular  would  be  full  tax 
deductible  status  for  Voluntary  Employee  Benefit  Associations  (VEBAs) 
and  allowing  employees  to  convert  their  retiree  health  plans  into  separate 
health  care  pension  plans: 

—  Few  retirees  or  current  employees  devote  much  thought  to  the  possibility 
that  they  or  their  spouses  may  need  nursing  home  care; 

—  Both  groups  are  misinformed  about  how  they  would  pay  for  nursing 
home  care;  however,  only  3%  of  either  group  mentioned  Medicaid  as 
a  resource  of  support  for  nursing  home  costs.  Employees  show  a  fairly 
high  level  of  interest  in  trading  some  current  benefits  for  future  LTC 
benefits. 

C.  Task  Force  Member  Discussion. 

Unions  might  be  more  interested  in  maintaining  current  benefits  rather  than 
adding  LTC  insurance  because  they  want  to  maintain  benefits  they  now  have 
and  because  of  their  interest  in  employee  job  security. 

Because  of  recent  restructuring  of  corporate  benefits,  the  possibility  for 
redesigning  future  retiree  medical  benefits  for-LTC  coverage  looks  better  than 
providing  coverage  for  current  employees. 

The  discussion  turned  to  an  LTC  demonstration  project  involving  Federal 
employees.  Because  of  the  wide  variety  of  Federal  health  plans,  it  would  be 
difficult  to  set  up  an  LTC  insurance  plan  without  a  significant  Federal  contribu- 
tion. With  respect  to  Federal  plans,  only  a  few  insurers  could  offer  LTC  coverage 
because  of  adverse  selection.  Coverage  would  have  to  be  made  mandatory. 
Others  thought  that  LTC  insurance  should  be  offered  as  a  separate  policy  or 
as  a  rider. 

"Cafeteria  Plans"  and  Flexible  Spending  Accounts  were  also  discussed.  There 
are  now  some  anti-discrimination  rules  that  used  to  be  applied  to  pension  plans 
that  will  be  applied  in  1988  or  1989  to  health  plans.  Staff  was  asked  to  look 
at  "Cafeteria  Plans"  and  also  the  impact  of  anti-discrimination  regulations.  It 
was  also  pointed  out  that  employers'  group  plans  that  have  LTC  coverage  would 
be  effected  if  the  Secretary's  Part  C  Catastrophic  Care  program  is  passed. 

The  Task  Force  members  agreed  on  the  recommendations  of  the  paper  on 
Employer  and  Group  Concerns.  They  generally  agreed  with  them  with  the 
following  clarifications:  They  urged  that  unions,  the  NAM,  the  U.S.  Chamber 
of  Commerce,  the  Administration  on  Aging,  and  other  organizations  for  the 
aging  provide  employers  and  workers  more  information  on  the  availability  and 
advantages  of  LTC  insurance;  vesting  of  health  benefits  is  an  important  issue 
and  thus  input  from  unions  and  employers  is  needed  on  this  issue:  the  language 
in  Secretary  Bowen's  Report  on  DEFRA  restrictions  against  voluntary  prefunding 
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should  be  adopted;  and  the  Department  of  Labor  should  study  the  concept  of 
"allowing"  (instead  of  "using")  the  surplus  from  overfunded  pension  plans  for 
medical  benefits.  Finally,  they  agreed  to  defer  to  the  next  meeting  the  subject 
of  portability  by  individuals  of  group  LTC  plans. 

II.    Proposed  Outline  of  the  Final  Report. 

The  Task  Force  members  recommended  that  the  final  report  be  organized  around 
the  four  Congressional  mandates,  have  the  staff  papers  included  as  an  appendix, 
and  that  minority  concerns  be  dealt  with  in  the  text  of  the  report,  not  by  minority 
reports  attached  to  the  final  report. 

The  next  Task  Force  meeting  will  be  held  March  26-27  at  the  Holiday  Inn, 
Baltimore-Washington  International  Airport  in  Linthicum,  Maryland. 

The  meeting  was  adjourned  at  1:30  p.m. 

(A  full  transcript  of  this  meeting  is  available  at  the  Task  Force  Office.) 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES Health  Care  Financing  Administration 

Task  Force  on  Room  4406  HHS  Building 

Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

TASK  FORCE  ON  LONG-TERM  HEALTH  CARE  POLICIES 
SUMMARY  OF  PROCEEDINGS 

MARCH  26-27,  1987 

HOLIDAY  INN-BWI  AIRPORT 

BALTIMORE,  MARYLAND 

THURSDAY,  MARCH  26 

Welcome  and  Announcements 

Chairman  Daniel  Bourque  called  the  meeting  to  order,  outlined  the  topics  which  would 
be  discussed  for  the  following  2  days  including  the  need  to  come  to  closure  on  the  defi- 
nition of  long-term  care  and  long-term  care  insurance  using  the  NAIC  definition  with 
some  clarifications. 

Executive  Director  Dennis  DeWitt  reported  on  staff  activities  since  the  last  Task  Force 
meeting.  A  briefing  paper  was  prepared  for  meetings  with  Senator  Mitchell's  and  Sena- 
tor Melcher's  staffs.  Task  Force  members  were  urged  to  use  the  paper  when  answering 
questions  from  the  press.  In  addition,  the  staff  is  developing  a  data  sheet  which  will  be 
made  available  to  the  Task  Force  for  the  same  purpose.  The  staff  is  taking  an  inventory 
of  insurance  plans  that  are  approved  by  States  to  have  a  basis  to  measure  growth  cf 
long-term  care  insurance.  Announcement  was  made  of  the  Data  Meeting  regarding  the 
Department  of  Health  and  Human  Services  data  base  on  May  21  and  22  to  which  insur- 
ance representatives  will  be  invited. 

Mr.  Burton  E.  Burton  commented  on  AETNA'S  employer  sponsored  long-term  care 
product  in  Alaska.  Copies  of  AETNA'S  press  kit  are  available  to  the  Task  Force  upon 
request. 

Approval  of  Minutes 

The  minutes  of  January  22 — 23,  1987,  meeting  in  Phoenix  were  approved  as  presented 
by  staff. 

Business 

A.  The  Task  Force  viewed  the  National  Association  of  Health  Underwriter's  Video 
titled  "The  Hidden  Threat  to  Family  Assets"  which  was  introduced  by 
William  Flood. 

B.  Office  of  Personnel  Management  (OPM)  —  Proposed  Federal  Employees 
Long-Term  Care  Insurance 

Jean  Barber,  Associate  Director  for  Retirement  and  Insurance,  presented 
OPM's  proposal  for  long-term  care  insurance  for  Federal  employees.  OPM 
projects  that  2.4  million  Federal  employees  will  live  beyond  age  65;  1 .4  mil- 
lion will  live  beyond  80;  and  that  1.1  million  people  will  require  nursing  home 
care.  Ms.  Barber  also  stated  that  the  Federal  work  force  has  a  better  mortality 
rate  than  the  private  work  force.  The  possible  anchor  for  the  Federal  program 
would  be  the  Federal  life  insurance  program  but,  unlike  the  life  insurance  pro- 
gram, the  long-term  care  program  is  being  considered  to  be  administered  by 
more  than  one  carrier.  The  Federal  program  is  a  voluntary,  self-sustaining, 
prefunded  program  which  includes  an  option  to  purchase  the  insurance  for 
the  employee's  spouse.  To  qualify  for  the  program,  the  employee  must  be  50 
years  old  with  10  years  participation  in  the  group  life  insurance  program. 
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Benefits  and  characteristics  of  the  program  include:  3-year  nursing  home  cover- 
age; home  health  care;  $2,000  minimum  burial  policy;  variable  levels  of  reim- 
bursement; and  payroll  deduction  for  premium  payments.  At  the  present  time 
no  long-term  care  insurance  program  has  been  developed  for  Federal  retirees. 

C.  Medicaid  Spenddown 

Ms.  Linda  Aiken  reported  on  the  working  group  on  Medicaid  spenddown 
which  met  on  Wednesday,  March  25.  The  issue  of  a  public/private  program  was 
discussed  in  which  an  individual  would  be  responsible  for  covering  2  years  of 
long-term  care  by  purchasing  long-term  care  insurance.  After  the  2  years  the 
individual  will  be  covered  by  a  public  program.  The  working  group  will  con- 
tinue to  work  on  the  issue.  (Note:  Minutes  from  the  meeting  are  attached.) 

D.  Level  of  Care  Recommendations 

The  Task  Force  returned  to  consideration  of  the  recommendations  from  the 
level  of  care  paper  presented  at  the  January  meeting. 

It  was  proposed  that  the  language  in  the  Level  of  Care  recommendations 
should  be  consistent  with  the  long-term  care  definition  and  that  home  health 
care  and  community  based  care  should  be  two  separate  items.  In  regard  to  Ac- 
cess Limitations,  the  Health  Standards  and  Quality  Bureau  of  the  Health  Care 
Financing  Administration  is  developing  a  task  force  regarding  the  3-day  prior 
hospital  stay  requirement.  With  these  points  considered,  the  recommendations 
were  adopted  by  the  Task  Force. 

E.  Staff  Paper — Induced  Demand/Adverse  Selection 

Herb  Robbins  and  Dennis  DeWitt  presented  the  staff  paper  based  on  how 
the  cost  of  long-term  care  insurance  is  affected  by  induced  demand/adverse 
selection.  The  paper  focused  on  how  to  encourage  informal  caregiving  through 
State  and  Federal  programs.  It  was  recommended  by  the  Task  Force  that:  1) 
the  staff  develop  recommendations  regarding  the  nursing  home  bed  problem 
and  Certificate  of  Meed;  2)  the  Level  of  Care  recommendations  as  amended 
eliminates  the  need  for  further  recommendations  concerning  3-day  prior  hospi- 
tal stay;  3)  dementia  should  be  briefly  discussed  in  the  final  report;  and  4) 
parameters  for  prior  hospital  stay  should  be  stated  generally  not  specifically 
in  the  recommendations. 

F.  Staff  Paper — Financing  Mechanisms 

Spencer  Schron  and  Dennis  DeWitt  presented  the  staff  paper  on  alternative 
financing  mechanisms  for  long-term  care.  A  general  comment  was  that  the 
recommendations  were  very  cautious.  It  was  suggested  that  under  no  fault  auto 
liability  insurance  the  coverage  should  be  high  enough  to  internalize  long-term 
care  and  that  structured  settlements  should  be  encouraged.  A  recommenda- 
tion was  made  that  items  such  as  life  insurance,  annuities,  and  S/HMOs  should 
be  included  in  the  final  report  as  other  financing  mechanisms  and  if  time  per- 
mits should  be  discussed  at  a  later  meeting. 

G.  Employer  and  Group  Concerns 

Robert  Sears,  Director  of  Health  Care  Management,  Owens  Corning  Fiberg- 
las  spoke  to  the  Task  Force  regarding  his  organization's  task  force  which  was 
established  to  reduce  health  care  costs.  The  task  force  was  established  with 
four  major  objectives  in  mind:  1)  to  lower  the  rate  of  escalation  of  costs  (cur- 
rently at  20  percent);  2)  develop  a  new  health  care  plan  to  control  costs;  3)  edu- 
cate employees;  and  4)  promote  wellness  among  employees.  The  new  plan 
developed  has  a  mandatory  second  opinion  feature,  provides  for  Hospice  care, 
provides  mail  order  drugs,  has  birthing  center  coverage,  and  encourages  the 
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use  of  HMOs  and  PPOs  where  cost-effective.  This  plan,  which  is  approved  by 
the  union,  has  brought  the  escalation  rate  down  to  6  percent. 

Retiree  health  care  costs  are  rising  quicker  than  active  employee  costs  largely 
because  of  a  younger  retiree  population  and  a  general  increase  in  retirees. 
Owens  Corning  projects  that  retiree  health  care  costs  will  double  in  3  years. 
Programs  established  for  retirees  by  the  task  force  are:  a  cost-effective  plan; 
a  newsletter  regarding  health  care,  Medicaid,  etc.;  regular  meetings  with  retirees 
about  health  care  and  restructuring  of  program;  and  a  survey  of  retirees  was 
taken  to  find  out  how  educated  they  were  regarding  long-term  care,  health  care 
plans,  and  Medicaid.  The  task  force  found  that  the  public  is  not  aware  that  the 
elderly  population  is  the  fastest  growing  part  of  our  population. 

Owens-Corning  Fiberglas'  task  force  recommended  instituting  tax  advantages 
for  prefunding  of  health  care  costs,  mandatory  minimum  benefit  requirement 
for  companies  with  25  or  more  employees,  freedom  to  use  overfunded  pen- 
sion surplus  for  retiree  health  benefits,  portability — transfer  of  the  value  of  the 
benefit  to  the  next  employer,  means  of  encouraging  more  carriers  to  provide 
more  products  at  group  rates,  and  taking  education  into  consideration  by  the 
Task  Force  on  Long-Term  Health  Care  Policies. 

H.  NAIC  Model  Law 

David  Childers  led  the  discussion  on  the  NAIC  model  law  and  the  Industry 
Advisory  Committee  Report  to  NAIC.  The  five  major  issues  of  the  report  are: 
1)  consumer  awareness;  2)  data  needs;  3)  underwriting  of  policy  and  design 
concerns;  4)  marketing  concerns,  and  5)  regulatory  environment.  The  report 
recommended  that  NAIC  participate  in  the  production  of  a  consumer  guide 
similar  to  the  one  in  the  appendix  of  the  Advisory  Committee's  report;  that 
there  is  a  great  need  to  develop  data  on  long-term  care;  that  conditional  renew- 
ability  of  long-term  care  insurance  is  acceptable;  and  regulation  of  long-term 
care  should  be  at  the  State  level.  Mr.  Childers  recommended  that  loss  ratios 
should  be  considered;  an  alternative  should  be  considered  to  the  prior  hospitali- 
zation requirement;  that  level  of  care  definitions  should  be  standardized;  and 
that  conditional  renewability  is  not  appropriate  for  long-term  care  insurance. 

Mr.  Childers  quickly  reviewed  the  NAIC  model  law  and  pointed  out  that  the 
model  law  included  in  the  Industry  Advisory  Committee  Report  was  not  adopt- 
ed by  the  NAIC.  The  separate  handout  dated  December  9,  1986,  was  the  model 
adopted  by  the  NAIC. 

The  Task  Force  endorsed  the  NAIC  model  law. 

I.  Financing  Options  for  Long-Term  Care — Brookings  Institution 

Josh  Wiener,  Ph.D.  described  the  Brookings/ICF  model  used  to  determine 
the  potential  market  for  long-term  care  insurance.  He  shared  several  projec- 
tions based  on  the  model  and  the  impact  of  various  changes  in  policy  benefit 
and  premiums. 

FRIDAY,  MARCH  27 

BUSINESS 

A.   Use  of  Tax  System  to  Facilitate  Purchase  of  Long-Term  Care  Insurance 

Aldona  and  Gary  Robbins  from  Fiscal  Associates,  Inc.,  made  a  presentation 
regarding  tax  incentives.  The  Robbins  suggested  that  the  government  can  af- 
fect the  long-term  care  market  through  several  mechanisms:  1)  direct  payments 
to  providers  or  consumers;  2)  indirect  payments  through  the  tax  system;  or 
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3)  regulations.  The  provision  of  subsidies  through  the  tax  system  might  achieve 
the  same  results  as  a  direct  program  but  the  impact  of  any  tax  incentive  pro- 
gram is  dependent  upon  the  behavior  of  providers,  consumers,  and  insurers. 
The  government  could  affect  the  long-term  care  market  by  changing  the  tax 
treatment  of  the  providers,  consumers,  and  the  private  insurer;  allowing  in- 
dividual taxpayers  to  deduct  or  take  as  a  credit  some  portion  of  their  income 
that  is  saved  for  the  purpose  of  buying  long-term  care  insurance;  or  treating 
the  long-term  care  insurance  as  another  tax  free  employer-provided  employee 
fringe  benefit.  All  of  these  would  cut  into  the  income  tax  base  as  well  as  the 
Social  Security  and  Medicare  payroll  tax  base. 

B.  Staff  Paper — Tax  Incentives 

Paul  Elstein  and  Dennis  DeWitt  presented  the  staff  paper  on  tax  incentives. 
The  subject  of  Individual  Medical  Accounts  (IMAs)  was  discussed  in  this  paper 
but  was  rejected  by  the  Task  Force.  It  was  suggested  that  if  changes  to  IRA 
requirements  are  recommended  it  should  be  noted  that  if  funds  were  drawn 
out  early  for  long-term  care  there  should  be  no  penalty. 

It  was  recommended  that  the  staff  study  what  the  impact  would  be  to  allow 
tax  free  transfer  of  funds  from  IRAs,  Keogh  plans,  401(K)  plans  and  other  pri- 
vate pensions  to  pay  for  long-term  care  premiums. 

C.  Employer  Issues 

The  Task  Force  returned  to  a  discussion  of  employer  issues  held  over  from 
the  January  meeting. 

1.  Cafeteria  plans — Under  current  law  use  of  this  plan  for  typical  long-term 
care  insurance  policies  would  not  be  permitted  because  of  the  future  fund- 
ing nature  of  long-term  care  insurance.  The  use  of  a  level  premium  approach 
is  judged  to  include  a  deferred  compensation  component.  This  topic  will 
be  discussed  further  at  the  May  meeting. 

2.  Recommendations — Recommendations  adopted  by  the  Task  Force  includ- 
ed: the  option  to  offer  long-term  care  insurance  should  remain  voluntary; 
providing  more  information  on  the  availability  and  advantages  of  long-term 
care  insurance;  and  review  of  employer  benefits  by  management  and  labor 
to  determine  methods  to  include  long-term  care  coverage.  In  addition,  man- 
datory prefunding  ought  not  to  be  required  and  DEFRA  restrictions  against 
voluntary  prefunding  of  post  retirement  benefits  should  be  repealed.  The 
Department  of  Labor  is  currently  developing  legislation  concerning  over- 
funded  pension  plans  which  the  Task  Force  generally  supports.  The  porta- 
bility issue  will  be  deferred  until  the  June  meeting. 

D.  MESSA  Proposal 

Review  and  comment  on  the  proposal  for  Federal  tax  policy  revision  to  pro- 
vide incentives  for  long-term  care  insurance  plans  by  the  Michigan  Education 
Special  Services  Association  (MESSA)  was  deferred  to  the  May  meeting. 

E.  Final  Report  Outline 

The  Task  Force  reviewed  a  staff  proposed  outline  for  the  final  report.  The 
Task  Force  discussed  the  proposal  and  suggested  several  changes  in  style  and 
approach.  The  proposed  outline  will  read  as  follows:  Preamble — long-term  care 
and  long-term  care  insurance  definitions;  Chapter  I — Executive  Summary;  Chap- 
ter II — Introduction  (problem  of  long-term  care,  its  impact  on  public  budgets, 
how  the  growing  need  for  long-term  care  will  be  met,  how  long-term  care  will 
be  financed,  and  how  to  promote  long-term  care  insurance  to  the  general  pub- 
lic);   Chapter    III  —  Market    Development    and    Consumer    Education; 
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Chapter  IV — Limit  Market  and  Agent  Abuse;  Chapter  V — Assure  Reasonable 
Market  Value;  Chapter  VI — Conclusions;  and  Chapter  VII  Appendices. 

F.  Closing  Announcements  and  Adjournment 

The  next  Task  Force  meeting  will  be  held  Monday,  May  18  and  Tuesday, 
May  19,  1987  at  Saddlebrook  Resort  and  Conference  Center,  Wesley  Chapel, 
Florida. 

The  meeting  was  adjourned  at  1:30  pm. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES Health  Care  Financing  Administratk 

Task  Force  on  Room  4406  HHS  Building 

Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

TASK  FORCE    ON  LONG-TERM  HEALTH  CARE    POLICIES 

SUMMARY  OF  PROCEEDINGS 

MAY  18-19,  1987 

SADDLEBROOK  RESORT  AND  CONFERENCE  CENTER 

WESLEY  CHAPEL,  FLORIDA 

MONDAY,  MAY  18 

Call  to  Order 

•    Chairman  Daniel  Bourque  called  the  meeting  to  order  at  approximately  8:00  am  in 
the  Pegasus  West  Rooms  1-4  at  Saddlebrook  Resort  and  Conference  Center. 

Welcome  and  Announcements 

The  Chairman  welcomed  Task  Force  members  and  announced  that  consideration  of 
recommendations  and  review  of  the  final  report  will  take  place  at  the  July  meeting.  He 
also  asked  that  if  any  Task  Force  members  felt  that  there  were  any  issues  yet  to  be  dis- 
cussed to  be  sure  that  the  staff  was  made  aware  of  these  issues  before  the  conclusion 
of  this  meeting. 

Executive  Director  Dennis  DeWitt  called  to  the  attention  of  the  Task  Force  that  the 
foreward  prepared  by  HCFA's  Secretary  Bowen  for  the  HIAA  Consumer  Guide  to  Long- 
Term  Care  Insurance  was  included  in  the  folder  distributed  to  Task  Force  members  at 
the  beginning  of  the  meeting. 

Approval  of  Minutes 

The  minutes  of  the  March  26-27,  1987,  meeting  in  Baltimore  were  approved  as  present- 
ed by  staff. 

Business 

A.    Tax  Policy — Fiscal  Associates,  Inc. — Aldona  and  Gary  Robbins 

The  Robbins'  made  a  presentation  to  the  Task  Force  regarding  the  tax  frame- 
work for  long-term  care  financing  and  a  proposal  whichwould  tie  long-term 
care  insurance  to  pensions.  The  central  public  policy  issue  addressed  in  the 
Robbins'  presentation  was  what  society  should  do  today  to  provide  for  future 
long-term  care  needs  with  the  focus  being  on  the  combined  individual/employer 
approach.  The  Robbins'  suggested  that  a  plan  under  this  approach  should  be 
structured  to  encourage  employees  to  allocate  more  of  their  current  income 
or  post-retirement  income  for  future  long-term  care  care  needs.  The  most  ef- 
fective way  the  government  can  increase  the  incentive  to  save  is  by  reducing 
the  tax  rate  on  funds  workers  use  to  purchase  long-term  care  insurance. 

The  Task  Force  recommended  that:  1)  employees  should  be  allowed  a 
tax-free  transfer  of  a  portion  of  their  post-retirement  income  which  will  be 
used  to  purchase  a  long-term  care  insurance  contract;  2)  the  tax  law  should 
be  changed  to  specifically  recognize  long-term  care  insurance  as  a  tax-favored 
instrument;  3)  tax  free  transfers  from  pension  funds,  IRA's,  Keoghs,  etc.,  should 
be  allowed  both  before  and  after  retirement  to  purchase  long-term  care  insur- 
ance; 4)  benefits  received  under  long-term  care  insurance  should  be  allowed 
to  be  excluded  from  recipient's  income  for  tax  purposes;  5)  the  provision 


114 


should  be  extended  to  include  the  employee's  spouse;  6)  a  guaranteed  renew- 
able policy  is  acceptable  with  the  provision  that  the  individual  State  Insurance 
Commissioner  could  change  the  policy  to  a  conditionally  renewable  policy  in 
certain  circumstances;  7)  have  non-cash  value;  8)  provide  for  an  option  of  con- 
tinuation of  coverage  similar  to  COBRA  with  the  option  of  the  premium  to  be 
paid  by  the  individual;  9)  allow  defined  benefit  plans  to  trade-off  future  benefits 
for  long-term  care  insurance;  10)  allow  annuity,  stock  bonus  plans,  and  em- 
ployee stock  ownership  plans  to  convert  existing  financial  instruments  into  long- 
term  care  insurance  without  tax  consequences;  11)  long-term  care  insurance 
contracts  should  be  taxed  under  the  life  method  rules;  and  12)  allow  workers 
in  welfare  benefit  plans  to  trade-off  current  benefits  for  long-term  care  insurance. 

B.  Staff  Activities 

1.  Status  of  Issues  Chart  and  Final  Report  Outline 

Executive  Director  Dennis  DeWitt  reported  on  staff  activities  since  the 
last  Task  Force  meeting.  A  Status  of  Issues  Chart  was  prepared  by  the  staff 
at  the  request  of  Task  Force  members.  This  chart  will  be  updated  as  the 
result  of  the  outcome  of  each  of  the  remaining  Task  Force  meetings.  The 
Proposed  Final  Report  Outline  was  reviewed  by  the  Task  Force  and  approved 
as  presented. 

2.  Review  of  Chapter  1  Draft  for  Final  Report 

Mr.  DeWitt  presented  the  first  Chapter  of  the  Final  Report  to  the  Task 
Force  which  he  pointed  out  is  actually  Chapter  2  on  the  proposed  outline, 
the  introduction  to  the  Final  Report.  Task  Force  members  recommended 
that  the  following  should  also  be  included  in  this  Chapter:  1)  a  reference 
should  be  made  to  the  disabled  needing  long-term  care  in  the  under  65  age 
group;  2)  there  should  be  a  description  early  in  the  Chapter  of  the  human 
dilemma  as  it  relates  to  the  elderly,  the  family,  and  the  nation;  3)  a  state- 
ment of  Medicare  nursing  facility  benefits  should  be  included;  4)  the  sec- 
tion of  the  Chapter  detailing  the  organization  of  the  report  should  be  revised 
to  reflect  the  actual  organization  of  the  report;  and  5)  the  legislative  history 
section  of  the  Chapter  should  be  reduced. 

C.  Premium/Benefit  Issue 

Mr.  Guy  King  and  Mr.  Ken  Leong  of  HCFA's  Office  of  the  Actuary  gave  the 
Task  Force  a  presentation  on  nursing  home  utilization.  Mr.  King  and  Mr.  Leong 
provided  the  Task  Force  members  with  a  set  of  tables  they  developed  which 
would  enable  an  actuary  to  calculate  the  net  claim  cost  of  nursing  home  benefits. 
Data  for  these  tables  were  derived  from  two  files  extracted  from  the  1985 
National  Nursing  Home  Survey  by  the  National  Center  for  Health  Care  Statis- 
tics. The  data  include  nursing  homes,  SNFs,  ICFs,  and  rest  homes,  and  were 
based  on  one  admission  per  user  with  a  person  having  two  admissions  being 
considered  as  two  separate  people. 

Paul  Elstein  presented  the  staff  paper  on  this  issue  and  the  Task  Force  recom- 
mended that  1)  the  data  presented  should  be  made  available  to  the  industry 
after  the  final  adjustments  are  made.  Mr.  King  stated  that  this  information  will 
eventually  be  published  in  Transactions  (an  actuary  journal);  2)  in  the  case  that 
loss  ratio's  are  used,  they  should  be  understood  to  be  targets,  at  best,  using 
the  NAIC  standards  for  accident  and  health  policies  as  guides;  and  3)  the  table 
of  assumptions  developed  by  the  HCFA  actuary  might  be  used  to  develop  proxy 
data  since  actual  experience  is  not  available  currently. 
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D.  Staff  Paper— Spenddown 

Dennis  DeWitt  presented  the  staff  paper  on  the  spenddown  issue  and  reviewed 
the  two  additional  runs  prepared  by  the  Brookings  Institution.  After  discuss- 
ing the  spenddown  issue  the  Task  Force  decided  that  the  issue  should  be  men- 
tioned in  the  final  report  with  the  Task  Force's  recommendation  that  the  issue 
needed  further  study,  especially  in  developing  data  on  the  spend  down  popu- 
lation. Linda  Aiken  was  asked  to  put  the  idea  together  to  be  included  in  the 
final  report. 

E.  Staff  Paper — Certificate  of  Need 

Herb  Robbins  presented  the  staff  paper  on  Certificate  of  Need.  Dr.  Bedford 
Berrey  lead  the  Task  Force  discussion  on  Certificate  of  Need.  The  Task  Force 
recommended  that  the  Final  Report  include  the  Task  Force's  concern  that  States 
need  to  be  aware  of  the  growing  availability  of  private  financing  through  long- 
term  care  insurance,  and  that  any  Certificate  of  Need  program  should  not  dis- 
courage the  purchase  of  such  insurance  by  limiting  the  availability  of  nursing 
home  services  for  private  pay  patients. 

TUESDAY,  MAY  19 

Dr.  Malcolm  Scamahorn  acted  as  Chairman  in  the  absence  of  Chairman  Daniel  Bour- 
quefor  the  proceedings  of  the  day. 

Business 

A.  Consumer  Protection 

Mr.  Earl  Pomeroy,  Insurance  Commissioner  for  the  State. of  North  Dakota, 
addressed  the  Task  Force  regarding  the  consumer  protection  issue.  Mr.  Pome- 
roy informed  the  Task  Force  that  he  is  serving  on  a  new  NAIC  Task  Force 
which  has  responsibility  for  making  revisions  to  the  NAIC  Model  Law  and  to 
draft  model  regulations  to  implement  the  Model  Law.  Mr.  Pomeroy  felt  that 
the  long-term  care  market  needs  to  be  promoted,  there  is  a  need  to  get  rid 
of  illusionary  products,  new  private  money  should  be  brought  into  the  reim- 
bursement of  long-term  care,  individual  exclusion  riders  should  be  limited  to 
the  same  times  as  preexisting  condition  exclusions,  there  needs  to  be  a  limita- 
tion on  differentiation  of  level  of  care,  and  an  incentive  needs  to  be  developed 
for  States  to  more  closely  police  their  agents  to  help  prevent  agent  abuse  on 
the  elderly.  The  Task  Force  suggested  that  Mr.  Pomeroy's  new  Task  Force  look 
into  reserve  requirements  for  long-term  care  products.  Mr.  Pomeroy  closed  by 
stating  that  the  States  want  to  do  the  regulating  of  long-term  care  insurance 
policies,  but  if  the  Task  Force  had  any  suggestions  or  knew  of  any  resources 
which  may  be  helpful  they  would  be  happy  to  be  made  aware  of  them. 

Herb  Robbins  presented  the  staff  paper  on  consumer  protection.  The  Task 
Force  agreed  that  the  State  governments  either  individually  or  through  NAIC 
undertake  programs  to  educate  consumers  and  develop  and  distribute  a  con- 
sumer guide.  Individual  States  should:  1)  regulate  disclosure  materials  con- 
tained in  individual  long-term  care  policies  and  provide  prospective  customers 
with  an  "outline  of  coverage;"  2)  assure  the  actuarial  adequacy  of  continuing 
care  retirement  communities,  and  3)  be  responsible  for  protecting  consumers 
through  licensing,  investigation,  and  enforcement  proceedings.  The  Task  Force 
also  agreed  that  the  Federal  government  should  not  impose  requirements  on 
States  absent  a  demonstration  that  States  are  not  effectively  regulating  long- 
term  care  products.  After  extensive  discussion,  the  Task  Force  felt  that  long- 
term  care  policies  should  be  required  to  be  guaranteed  renewable  rather  than 
conditionally  renewable  as  permitted  in  the  NAIC  Model  Law.  The  Task  Force 
recommended,  however,  that  a  policy  be  cancellable  with  the  approval  of  the 
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State  Insurance  Commissioner  but  only  in  extreme  cases.  The  Task  Force  also 
discussed  the  preexisting  condition  exclusion  and  recommended  that  Insur- 
ance Commissioners  be  encouraged  to  give  serious  consideration  to  extend- 
ing the  preexisting  condition  exclusion  limitation  from  6  months  to  12  months 
particularly  in  group  policies  after  reviewing  an  insurance  companies'  applica- 
tion for  the  extension  as  provided  in  the  Model  Law.  Group  policies  should  pro- 
vide for  continuation  or  conversion  to  individual  policies  if  the  group  disbands 
or  cancels  the  long-term  care  policy  the  individual  is  participating.  Insurance 
organizations  currently  providing  training  programs  and  continuing  education 
programs  for  insurance  agents  should  develop  specific  programs  for  long-term 
care  financing  and  long-term  care  insurance  concerning  legal  considerations 
in  selling  insurance  to  senior  citizens.  It  was  also  agreed  that  the  Final  Report 
would  include  specifically  who  will  be  supplying  information  and  training  materi- 
als to  the  agencies  and  organizations  distributing  the  same  to  the  consumer. 

B.  McCarran-Ferguson 

Dr.  Bedford  Berrey  suggested  that  the  Task  Force  should  review  the 
McCarran-Ferguson  Act  in  depth  focusing  on  the  Federal  Trade  Commission, 
Justice  Department,  and  Senator  Metzenbaum's  attempt  to  repeal  it.  Dr.  Berrey 
indicated  he  would  communicate  his  specific  concerns  to  staff  within  the  week. 
In  later  discussions,  several  members  of  the  Task  Force  felt  that  if  the  McCarran- 
Ferguson  Act  were  to  be  discussed,  that  both  sides  of  the  issue  needed  to  be 
fully  aired.  The  consensus  of  the  Task  Force  was  that  generally  the  issue  was 
being  dealt  with  in  current  legislation  and  that  neither  time  nor  the  charge  of 
the  Task  Force  allowed  for  an  effective  discussion  of  the  issue.  The  Task  Force 
held  open  the  possibility  of  revisiting  the  issue  depending  upon  the  materials 
Dr.  Berrey  submitted. 

C.  American  Association  of  Retired  Persons 

Mr.  Robert  Maxwell  asked  the  Task  Force  to  adopt  recommendations  that, 
if  the  catastrophic  health  care  legislation  becomes  law,  HHS  should  inform  peo- 
ple that  long-term  care  is  not  covered.  It  was  agreed  by  the  Task  Force  that 
the  issues  raised  in  the  paper  presented  by  Mr.  Robert  Maxwell  be  included 
in  Chapter  3  of  the  Final  Report. 

D.  Data  Needs 

Mr.  James  Bracher,  Executive  Director  of  the  State  of  Florida's  Hospital  Cost 
Containment  Board,  presented  data  collected  on  nursing  home  licensed  facili- 
ties over  a  period  of  1-year  ending  July  1986.  Mr.  Bracher  informed  the  Task 
Force  that  data  from  other  States  could  be  obtained  through  the  National  As- 
sociation of  Health  Data  Organizations  (NAHDO),  but  only  18  States  currently 
belong  to  this  organization.  Mr.  Bracher  also  noted  that  Florida  is  currently 
collecting  data  on  spenddown  and  on  case  mix. 

Paul  Elstein  presented  the  staff  paper  on  data  needs.  It  was  agreed  that  the 
Task  Force  recommend  that:  1)  an  annual  data  conference  should  be  held  by 
the  Department;  2)  the  Department  should  consult  with  the  insurance  industry 
and  States  when  planning  new  surveys  on  long-term  care  on  the  type  of  ques- 
tions which  might  be  helpful;  3)  Federal  and  State  governments  should  make 
their  data  available  to  the  public  as  expeditiously  as  possible;  and  4)  States 
should  continue  their  cooperation  in  the  exchange  of  data  possibly  through 
NAHDO.  The  Task  Force  endorsed  the  efforts  ofthe  Society  of  Actuaries  in  its 
attempts  to  collect  data  from  the  insurance  industry  and  strongly  urges  insurers 
involved   with    long-term    care    insurance   to   cooperate   with    the   Society. 


117 


It  was  also  suggested  that  as  HCFA  implements  MEDSTAT  it  needs  to  be  cer- 
tain that  data  reported  by  the  States  can  be  utilized  in  analyzing  spenddown 
issues. 

Public  Comment 

1.  Norman  Kron,  Ambler  Rest  Center,  Ambler,  Pennsylvania 

Mr.  Kron,  owner/operator  of  the  Ambler  Rest  Center,  Pennsylvania,  ex- 
pressed his  concern  that  there  is  a  need  of  coverage  for  custodial  care;  the 
public  needs  to  be  protected  against  catastrophic  costs  payment  fdr  life; 
and  that  a  definition  of  condition  in  preexisting  condition  and  custodial  care 
are  needed. 

2.  Dale  Larson,  LTC,  Inc. 

Mr.  Larson,  Vice  President  of  LTC,  Inc.,  recommended  that  long-term  care 
insurance  policies  should  be  conditionally  renewable  subject  to  the  approval 
of  the  individual  State  Insurance  Commissioner  in  certain  circumstances 
because  the  use  of  the  term  guaranteed  renewable  could  confuse  the  con- 
sumer. Mr.  Larson  also  stated  that  the  consumer  should  be  made  aware  of 
the  possibilities  under  which  a  conditional  renewable  policy  can  be  cancelled. 

Closing  Announcements  and  Adjournment 

The  next  meeting  of  the  Task  Force  will  take  place  Thursday,  June  1 1  and 
Friday,  June  12,  1987,  at  the  Twin  Bridges  Marriott  in  Arlington,  Virginia  (ap- 
proximately 5  minutes  from  National  Airport). 

The  meeting  was  adjourned  at  11:30  a.m. 
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TASK  FORCE  ON  LONG-TERM  HEALTH  CARE  POLICIES 

SUMMARY  OF  PROCEEDINGS 

JUNE  11,  1987 

TWIN  BRIDGES  MARRIOTT 

ARLINGTON,  VIRGINIA 

Thursday,  June  1 1 

Call  to  Order 

Chairman  Daniel  Bourque  called  the  meeting  to  order  at  approximately  8:30  am  in 
the  Chesapeake  Room  II  at  the  Twin  Bridges  Marriott  in  Arlington,  Virginia. 

Welcome  and  Announcements 

The  Chairman  welcomed  the  Task  Force  members  and  announced  that  today  the  Task 
Force  would  review  its  draft  recommendations  and  the  drafts  of  Chapters  II,  III,  and  V 
of  the  Final  Report. 

Executive  Director,  Dennis  DeWitt  reported  on  Staff  activities.  He  reported  that  there 
currently  is  a  data  meeting  being  organized  with  the  Veterans  Administration  to  take 
place  the  end  of  June;  that  he  will  attend  the  National  Association  of  Insurance  Com- 
missioners (NAIC)  Long-Term  Care  Subcommittee  meeting  at  the  NAIC  Conference  in 
Chicago  June  23;  and  that  he  will  attend  a  Town  Forum  on  long-term  care  in  Portland 
on  June  27  with  Congressman  Wyden. 

Business 

A.    Employee  Concerns  with  Long-Term  Care  Insurance 

Ms.  Karen  Ignagni,  Assistant  Director,  Department  of  Occupational  Safety,  Health 
and  Social  Security,  AFL-CIO,  gave  the  Task  Force  a  presentation  on  employee  con- 
cerns with  long-term  care  insurance.  Ms.  Ignagni  suggested  that  coverage  for  chron- 
ically ill  people  under  age  65  and  long-term  care  for  people  over  age  65  should 
be  looked  at  separately  because  they  are  treated  differently  in  collective  bargain- 
ing. She  also  stated  that  where  retiree  health  care  benefits  are  not  offered,  acute 
care  is  very  important.  The  issues  raised  by  Ms.  Ignagni  are:  1)  that  there  is  a  lack 
of  awareness  among  employees  and  that  long-term  care  is  a  critical  issue;  2)  the 
AFL-CIO  is  trying  to  educate  employees  about  long-term  care  and  one  suggestion 
to  employees  ages  40-45  is  that  they  put  aside  money  for  long-term  care  now,  but 
many  in  that  age  group  are  worrying  about  putting  aside  money  for  college  funds 
for  their  children;  and  3)  that  many  retirees  that  have  post  retirement  health  benefits 
do  not  realize  that  they  have  very  limited  long-term  care  coverage.  Current  long- 
term  care  insurance  coverage  includes  institutional  services  but  excludes  nonin- 
stitutional  services.  The  Task  Force  should  include  institutional  and  noninstitutional 
aspects  of  the  delivery  system  when  writing  its  report.  Ms.  Ignagni  perceives  severe 
capacity  problems  in  nursing  homes  in  the  future.  She  also  stated  that  group  poli- 
cies need  to  be  worked  on  because  individual  policies  are  almost  unaffordable  for 
high  risk  people.  Ms.  Ignagni  found  that  employees  that  are  in  defined  contibution 
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plans,  which  is  the  plan  of  choice  among  most  employers,  are  concerned  about  the 
adequacy  of  the  plan  and  probably  would  not  be  interested  in  siphoning  pension 
plan  money  into  long-term  care.  She  recommeds  that  once  long-term  care  is  co- 
vered in  post  retirement  health  benefits,  funds  from  overfunded  defined  plans  should 
be  allotted  for  long-term  care.  Ms.  Ignagni  concluded  with  her  recommendations 
that  pooling  mechanisms  and  managed  care  should  be  pursued  and  she  foresees 
negotiating  with  health  care  systems  in  the  1990's  for  acute  care  and  long-term  care. 

B.  Continuing  Care  Retirement  Communities 

Mr.  David  Hewitt,  Senior  Vice  President,  Hay/Huggins  Company,  Inc.,  repre- 
senting the  American  Academy  of  Actuaries,  discussed  Continuing  Care  Retirement 
Communities  (CCRC's).  Mr.  Hewitt  stated  that  CCRC's  offer  a  stimulating  environ- 
ment and  currently  most  are  non-profit.  He  also  informed  the  Task  Force  that  the 
American  Academy  of  Actuaries  is  ready  to  publish  its  standards  for  CCRC's.  The 
standards  define  CCRC's;  point  out  the  insurance  nature  of  CCRC's;  project  future 
cash  and  population  flows;  describe  actuarial  techniques;  determine  surplus  targets; 
determine  assets  and  liabilities  feasibility  studies;  differentiate  between  limited  and 
prefunded  prepaid  health  care;  set  criteria  for  pricing  reserves;  and  differentiate  be- 
tween refundable  and  non-refundable  fees.  Mr.  Hewitt  explained  that  actuaries  should 
work  closely  with  the  people  in  charge  of  CCRC's  so  that  no  construction  would 
begin  on  a  CCRC  until  presales  ensure  full  occupancy.  When  CCRC's  are  construct- 
ed with  full  occupancy  ensured,  the  cost  can  be  spread  over  all  residents  and  would 
help  prevent  the  CCRC  from  going  under  because  of  lack  of  funds.  The  actuarial 
information  would  help  the  owners  of  CCRC's  to  decide  whether  to  build  all  nurs- 
ing home  beds  at  the  beginning  or  phase  them  in  with  adequate  financing  in  the 
pricing  structure  of  the  CCRC.  Mr.  Hewitt  also  informed  the  Task  Force  that  17  States 
have  adopted  State  regulations  for  CCRC's. 

C.  Policy  Options  for  Long-Term  Care  by  ICF,  Inc. 

Dale  Thompson,  member  of  the  Task  Force,  discussed  ICF,  Inc.'s  Policy  Options 
for  Long-Term  Care.  The  paper  discusses  the  range  of  long-term  care  options  from 
a  totally  public  to  a  totally  private  approach.  The  report  concludes  that  the  pub- 
lic/private partnership  featuring  public  reinsurance  might  be  best.  Mr.  Thompson 
recommeded  that  the  public/private  partnership  be  addressed  in  the  Task  Force's 
Final  Report. 

D.  Connecticut  Task  Force  Report  on  Long-Term  Care 

Peter  Libassi,  member  of  the  Task  Force,  discussed  the  State  of  Connecticut's 
Task  Force  report  on  Long-Term  Care.  Mr.  Libassi  served  as  Chairman  of  the  Con- 
necticut Task  Force.  The  charge  of  the  Connecticut  Task  Force  was  to  look  at  serv- 
ice needs  and  financing  for  long-term  care  for  the  elderly.  The  Connecticut  Task 
Force  Report  recommends:  expansion  of  private  long-term  care  financing  options; 
that  the  State  government  arrange  for  long-term  care  benefits  for  State  employees; 
that  labor  unions  and  management  consider  the  long-term  care  issue  in  the  private 
sector;  supporting  long-term  care  demonstration  financing  projects;  extension  of 
home  and  community-based  services;  reimbursing  Adult  Day  Care  and  respite  care 
under  Medicaid;  consumer  education;  that  data  on  long-term  care  should  be  in- 
creased; tax  incentives  for  long-term  care  insurance;  and  developing  tax  programs 
to  support  families  providing  long-term  care  to  family  members  at  home. 

E.  Discussion  of  Final  Report 
1.   Recommendations 

After  reviewing  the  draft  of  the  recommendations  of  the  Task  Force  some 
general  comments  by  the  Task  Force  were:  to  combine  recommendations  by 
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function  where  possible;  serially  number  the  recommendations;  focus  on  who 
should  carry  out  the  recommendations;  make  the  recommendations  section  gener- 
al with  specificity  coming  in  the  text;  reference  the  Indiana  statute  in  the  "spend 
down"  section  of  the  report  with  the  recommendation  of  more  collection  of  data 
and  that  this  issue  be  studied  further;  add  more  discussion  on  alternatives  to  the 
prior  3-day  hospital  stay  requirements;  and  spell  out  acronyms  when  first  used. 
More  specific  comments  on  the  recommendations  were  noted  by  the  Staff  and 
will  be  incorporated  into  the  Final  Report. 

2.  Chapters  II,  III,  V 

Specific  commens  and  editorial  changes  were  discussed  regarding  Chapters 
II,  III,  V.  Additional  written  comments  from  Task  Force  members  were  given  to 
staff  to  be  included  in  the  next  draft  of  the  Final  Report  including  Dr.  Brown's 
Staff  rewrite  of  the  "Availability  of  Veterans  Administration  Programs"  section 
of  Chapter  II. 

It  was  decided  by  the  Task  Force  that  Chapter  VI  "Conclusions"  would  be  in- 
serted and  renamed  as  Chapter  II  "Conclusions  and  Recommendations"  and  all 
remaining  chapters  be  re-numbered  accordingly. 

F.  Public  Comment 

The  Chair  noted  that  no  one  in  the  audience  indicated  a  desire  to  address  the  Task 
Force. 

G.  Closing  and  Announcements  and  Adjournment 

The  next  Task  Force  meeting  will  take  place  Juy  16-17,  1987,  at  the  Stouffers 
Concourse  Hotel  in  Crystal  City,  Virginia. 

The  meeting  was  adjourned  at  approximately  5:45  pm. 
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TASK  FORCE  ON  LONG-TERM  HEALTH  CARE  POLICIES 

SUMMARY  OF  PROCEEDINGS 

JULY  16,  1987 

STOUFFERS  CONCOURSE  HOTEL 

CRYSTAL  CITY,  VIRGINIA 

Thursday,  July  16 

Call  to  Order 

Chairman  Daniel  Bourque  called  the  meeting  to  order  at  8:25  am  in  the  Roanoke/ 
Rappahanock  Room  at  the  Stouffers  Concourse  Hotel. 

Welcome  and  Announcements 

The  Chairman  welcomed  the  Task  Force  members  to  the  final  meeting  and  announc- 
ed that  the  Agenda  would  include  a  panel  discussion  on  Pensions,  Taxes,  and  Employer 
Issues,  Gene  Burton  would  discuss  briefly  the  Senate  Finance  Committee  Hearing  on 
Long-Term  Care  Insurance,  and  the  Task  Force  would  come  to  closure  on  the  Final 
Report. 

Executive  Director,  Dennis  DeWitt  reported  on  staff  activities.  He  stated  that  he  at- 
tended the  NAIC  meeting  in  Chicago  where  the  NAIC  adopted  amendments  to  the  Model 
Law  which  the  staff  have  incorporated  into  Chapter  VI  of  the  Final  Report;  a  meeting 
has  been  arranged  with  the  Secretary,  the  Chairman,  and  himself  to  brief  the  Secretary 
on  the  Final  Report;  and  a  letter  has  been  sent  to  the  Secretary  to  request  an  appoint- 
ment for  him  to  the  receive  the  Final  Report.  Mr.  DeWitt  informed  the  Task  Force  that 
a  press  release  and  press  conference  will  coincide  with  the  Secretary's  receipt  of  the 
report  with  all  Task  Force  members  invited.  Copies  of  the  Final  Report  will  be  distributed 
to  Task  Force  members,  HCFA  Senior  Staff  members,  HHS  Senior  Staff  members,  the 
Congress,  State  Governors,  and  the  Task  Force  mailing  list.  Anyone  else  that  would 
be  interested  in  a  copy  of  the  Final  Report  will  be  directed  to  the  Government  Printing 
Office.  Mr.  DeWitt  also  reported  that  he  participated  in  the  American  Enterprise  Institute's 
panel  on  Long-Term  Care  and  Task  Force  members  interested  in  the  papers  from  this 
panel  can  obtain  copies  from  the  staff.  He  also  stated  in  regard  to  data  that  in  3-4  weeks 
the  Washington  Business  Group  on  Health  will  have  hard  data  on  level  of  interest 
businesses  have  offering  long-term  care  insurance.  AARP  and  Prudential  are  beginning 
a  national  long-term  care  insurance  solicitation  in  August. 

Approval  of  Minutes 

The  minutes  of  the  June  11,  1987,  meeting  were  approved  as  presented. 
Business 
A.    Senate  Finance  Committee  Hearing  on  Long-Term  Care  Insurance 

Task  Force  members  Gene  Burton,  Peter  Libassi,  and  Bob  Maxwell  attended  the 
Senate  Finance  Committee  Hearing  on  Friday,  June  12.  In  the  absence  of  Mr.  Libassi 
and  Mr.  Maxwell,  Mr.  Burton  was  asked  to  summarize  the  Hearing  for  the  other  Task 
Force  members.  Mr.  Burton  reported  that  the  Hearing  was  well  attended  by  the 
Senators  who  showed  a  genuine  interest  in  long-term  care  insurance  and  were  in 
support  of  tax  incentives  for  long-term  care  insurance.  There  was  a  lot  of  interest 
in  case  management  and  in  Mr.  Libassi's  testimony  on  the  Connecticut  Commis- 
sion Report.  It  was  recognized  that  there  is  an  emerging  long-term  care  market  but 
the  lack  of  data  is  an  obstacle  that  must  be  overcome. 
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B.    Panel  Discussion — Pensions,  Taxes,  and  Employer  Issues 

The  Task  Force  had  a  panel  discussion  on  Pensions,  Taxes,  and  Employer  Issues. 
Participating  on  the  panel  were  Barbara  Lautzenheiser,  Principal,  Lautzenheiser  and 
Associates;  Gail  Schaeffer,  General  Director,  Long-Term  Care  Department,  John 
Hancock  Mutual  Insurance  Company,  and  Robert  Friedland,  Research  Associate, 
Employee  Benefit  Research  Institute.  Ms.  Lautzenheiser  addressed:  1)  the  definition 
of  long-term  care;  2)  the  means  for  funding  long-term  care;  3)  the  means  for  en- 
couraging the  funding  of  long-term  care;  4)  the  application  of  the  above  three  prin- 
ciples to  the  proposed  solution  of  a  pension/long-term  care  insurance  trade-off;  and 
5)  recommendations  to  the  Task  Force.  Ms.  Lautzenheiser  suggested  that  any  solu- 
tions proposed  for  providing  long-term  care  should  be  very  general;  very  flexible; 
and  must  identify  what  part  of  the  problem  they  solve  and  that  they  solve  only  part 
of  the  problem.  She  stated  that  it  needs  to  be  recognized  that  funding  of  long-term 
care  for  today's  elderly  will  be  different  from  funding  for  tomorrow's  elderly.  Pre- 
funding  should  be  encouraged  for  tomorrow's  elderly  with  strong  incentives  for  these 
people  to  spend  the  money  now  for  tomorrow's  benefits.  Ms.  Lautzenheiser  closed 
by  saying  that  an  employer  sponsored  proposal  is  needed  that  is  more  general  with 
a  tax-free  buildup,  and  tax  deductible  premiums. 

Ms.  Schaeffer  informed  the  Task  Force  about  John  Hancock's  first  individual 
insurance  policy  called  ProtectCare  which  targets  the  50  to  65  age  group  primarily 
with  the  average  age  of  applicants  at  59  years  old.  Research  has  shown  that  there 
is  an  interest  in  long-term  care  insurance  by  the  45-65  age  group  with  more  people 
interested  once  they  are  shown  actual  premium  costs.  Ms.  Schaeffer  suggested  that 
insurers  need  the  Government's  help  in  the  following  ways:  1)  tax  clarification/in- 
centives (tax  deduction  or  credit  for  long-term  care  premiums  regardless  of  other 
medical  expenses  and  the  level  of  income);  2)  disincentives  for  non-purchase  of  in- 
surance (an  example  would  be  Massachusetts'  Special  Commission  on  Elderly  Health 
Care's  concept  that  would  propose  as  an  incentive  to  buy  long-term  care  insurance 
a  promise  to  pay  long-term  care  bills  through  Medicaid  after  3  years  if  a  person 
has  long-term  care  insurance  regardless  of  assets  and  income  and  as  a  disincentive 
tightening  of  Medicaid  eligibility  for  persons  without  long-term  care  insurance);  3) 
Federal  encouragement  of  State  approvals  of  long-term  care  contracts  through  en- 
couragement of  the  MAIC  model  law;  and  4)  government  sponsored  education  (in- 
form public  of  Medicare  gaps,  probabilities  of  needing  nursing  care,  cost  of  care, 
and  solutions  that  people  can  seek).  She  concluded  by  saying  that  the  Task  Force 
Report  should  support  a  strong  educational  campaign  along  with  tax  clarifications 
and  incentives. 

Mr.  Friedland's  remarks  were  directed  to  the  Task  Force  proposal  in  Chapter  VI 
under  Section  C,  Employer-Sponsored  Long-Term  Care  Insurance.  The  projected 
growth  in  real  pension  income  recipiency  among  future  retirees  is  promising  and 
suggests  some  employees  may  be  able  to  restructure  retirement  savings  without 
jeopardizing  adequate  wage  replacement  in  retirement  years.  Employer  provided 
pensions  for  future  retirees  are  going  to  become  increasingly  more  important  sources 
of  retirement  income.  In  order  for  sufficient  financing  of  long-term  care,  both  ade- 
quate saving  for  probable  events  and  insurance  for  relatively  unlikely  events  are 
needed.  In  closing,  Mr.  Friedland  recommended  that  the  Task  Force  consider  the 
following  when  considering  its  proposal  to  enable  workers  to  purchase  qualifying 
long-term  care  insurance  with  their  vested  retirement  assets  during  their  working 
years:  1)  the  value  of  the  long-term  care  insurance  plan  plus  the  asset  value  of  the 
reduced  pension  benefit  must  be  at  least  equivalent  to  the  value  of  the  pension 
benefit  if  long-term  care  insurance  had  not  been  purchased;  2)  retirement  income 
adequacy  must  not  be  impaired  for  retirees  that  never  need  long-term  care:  3)  the 
insurance  must  be  portable  or  the  prefunded  portion  of  the  long-term  care  insurance 
must  be  returned  to  the  employee;  and  4)  the  long-term  care  insurance  and  reduced 
pension  must  be  adequate  to  ensure  access  to  the  delivery  of  long-term  care. 
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C.  Discussion  of  Final  Report 

After  reviewing  the  Final  Report  a  few  general  comments  were  made:  1)  when 
the  report  refers  to  "the  elderly"  it  should  be  changed  to  read  "the  elderly  and  the 
disabled";  and  2)  charts  and/or  graphs  should  be  added  to  illustrate  growth  of  the 
nursing  home  population.  Specific  comments  and  editorial  changes  were  discussed 
for  each  Chapter  of  the  Report,  the  Executive  Summary,  Preface,  Acknowledge- 
ments, etc.  Issues  brought  up  by  Task  Force  members  that  the  staff  felt  were  beyond 
technical  or  editing  changes  were  also  discussed  by  Task  Force  members.  The  cur- 
rent Chapter  II  has  been  separated  into  two  chapters — Chapter  I-Recommendations 
and  Chapter  II-Conclusions.  The  Executive  Summary  has  been  taken  out  of  Chapter 
I  and  now  stands  alone.  Chapter-VII  Consumer  Protection  has  been  moved  to  Chapter 
V  and  Chapter  V-Market  Development  has  been  moved  to  Chapter  VII.  The  Task 
Force  recommendation  regarding  preexisting  conditions  was  deleted.  A  recommen- 
dation that  was  suggested  by  Dale  Thompson  was  added  which  reads:  "States  should 
consider  how  their  Medicaid  eligibility  requirements  might  create  incentives  or 
remove  disincentives  to  purchase  long-term  care  insurance."  In  regard  to  Chapter 
IV,  Dr.  Brown  submitted  to  staff  clarified  language  regarding  his  previous  comments 
on  Availability  of  Veterans  Administration  Programs,  and  in  regard  to  Chapter  VI 
Gene  Burton  submitted  to  staff  language  to  replace  paragraphs  one  and  three  in 
Section  E-Promoting  Long-Term  Care  Insurance  Through  Existing  Post  Retirement 
Programs.  The  language  from  Dr.  Brown  and  Mr.  Burton  will  be  incorporated  in 
the  Final  Report. 

D.  Closing,  Announcements,  and  Adjournment 

Announcement  was  made  that  the  Task  Force  members  will  be  notified  of  the 
date  and  time  the  Final  Report  will  be  presented  to  the  Secretary  and  transmitted 
to  the  Congress  if  they  wish  to  attend. 

The  meeting  was  adjourned  at  3:45  pm. 
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Availability  of  Medicaid  and  Veterans*  Benefits 

Problem 

One  of  the  barriers  to  the  purchase  of  long-term  care  insurance  is  the  perception  that 
such  insurance  is  not  necessary  because  Medicaid  and  Veterans  Administration  (VA) 
protection  will  be  available  should  a  person  need  to  enter  a  nursing  home. 

Discussion 

The  Medicaid  program  is  the  principal  public  source  of  funding  long-term  care,  ac- 
counting for  about  half  of  the  total  national  expenditures.  Approximately  half  of  the 
people  in  nursing  homes  are  covered  by  Medicaid. 

Many  Medicaid  nursing  home  residents  initially  were  poor  enough  to  be  SSI  recipients. 
However,  it  is  estimated  that  about  half  of  the  nursing  home  population  receiving 
Medicaid  were  not  poor  before  entering  the  home.  There  are  two  ways  for  non-SSI  reci- 
pients to  be  eligible  for  Medicaid  while  in  a  nursing  home. 

In  the  approximately  thirty  States  that  have  medically  needy  programs,  people  who 
but  for  their  income  or  assets  would  be  covered  under  SSI  (or  AFDC)  and  whose  finan- 
cial resources  are  insufficient  to  pay  for  their  medical  care  become  eligible  for  Medicaid 
through  a  "spenddown."  Over  a  certain  time  period  the  individual  or  family  spends  most 
of  its  income  and/or  resources  on  medical  care  thereby  reaching  an  eligibility  level.  Many 
nursing  home  residents,  while  not  initially  eligible  for  Medicaid,  become  eligible  for 
the  program  because  the  costs  they  incur  in  the  nursing  home  consume  their  assets. 

in  the  twenty  States  that  do  not  have  medically  needy  programs,  there  is  an  option 
which  extends  coverage  of  nursing  home  benefits  to  persons  with  incomes  up  to  300% 
of  the  basic  Federal  SSI  benefit.  This  option  provides  Medicaid  coverage  to  inpatients 
who,  if  cared  for  outside  of  the  nursing  home  would  not  be  eligible. 

A  1984  HIAA  study  said  that  "...incentives  inherent  in  Medicaid  preclude  the  develop- 
ment of  viable  private  sector  options.  Medicaid  is  already  viewed  by  many  as  a  national 
coverage  program  for  long-term  nursing  care." 

The  knowledge  by  many  of  the  "safety  valve" — protection  if  they  have  to  enter  a 
nursing  home — works  as  a  disincentive  to  purchase  of  LTC  insurance.  Even  many  of 
those  potentially  at  risk  of  entering  a  nursing  home  may  not  be  inclined  to  buy  such 
coverage  if  they  can  get  Medicaid  protection.  This  is  particularly  true  for  those  aged 
whose  incomes  are  low  and  cannot  afford  the  insurance  premiums.  Even  those  with 
somewhat  higher  incomes  may  be  willing  to  risk  the  lack  of  protection,  feeling  they 
will  not  be  institutionalized.  Even  if  that  assumption  is  wrong,  they  believe  that  Medicaid 
eventually  will  be  available  to  pick  up  the  bills. 

Nevertheless,  it  is  not  clear  that  many  people  would  opt  against  LTC  insurance  because 
they  believe  that  Medicaid  is  adequate.  More  commonly,  many  mistake  Medicare  and/or 
Medigap  coverage  as  being  enough  protection.  Many  may  mistakenly  believe  that  the 
Medicaid  coverage  they  see  others  receive  is  Medicare  coverage.  Still,  since  some  per- 
sons do  consider  Medicaid  as  an  available  option,  we  should  look  at  it  as  a  barrier  to 
purchasing  insurance. 

The  Veterans  Administration  funds  institutional  long-term  care  services  in  four  basic 
ways — nursing  home  units  through  VA  Medical  Centers,  community  nursing  homes  on 
a  contract  basis,  State  Veterans  homes  through  a  VA  grant  program,  and  domiciliaries 
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for  veterans  requiring  lower  levels  of  medical  care.  With  an  average  daily  census  of 
40,000,  the  VA  provides  many  veterans  with  care  that  may  preclude  their  need  for  LTC 
insurance. 

Possible  Solutions 

There  are  several  ways  to  address  this  dilemma,  but  a  solution  may  be  elusive.  Cur- 
rently there  is  a  strong  disincentive  to  spending  down  to  Medicaid — a  beneficiary  must 
spend  or  divest  most  of  his  or  her  income  and  resources,  except  for  a  small  personal 
needs  allowance.  In  order  to  protect  assets,  many  potential  recipients  have  transferred 
their  property  to  family  members  or  friends.  However,  both  SSI  and  Medicaid  laws  have 
prohibitions  against  transfer  of  assets  to  attain  eligibility.  Such  laws  were  designed  to 
prevent  abuse. 

In  general,  assets  transferred  within  24  months  of  application  are  considered  resources 
for  purposes  of  eligibility.  Gnder  certain  conditions,  States  have  the  option  to  make  the 
requirements  stricter.  A  stringent  policy  against  transfer  of  assets  or  extending  the 
transfer  of  asset  rules  beyond  the  current  2-year  period  should  work  in  favor  of  LTC 
insurance,  as  it  would  make  protection  of  assets  to  gain  Medicaid  eligibility  more  dif- 
ficult. However,  there  is  considerable  uncertainty  as  to  how  actively  the  States  are  en- 
forcing these  requirements.  If  States  find  it  too  costly  to  examine  each  case  or  if  for 
other  reasons  enforcement  is  lax,  the  ability  to  transfer  assets  to  gain  Medicaid  eligibility 
may  continue  to  be  a  problem. 

With  stronger  prohibitions  against  transfer  of  assets,  those  planning  for  the  future 
or  concerned  about  leaving  an  estate  for  children  would  be  strongly  encouraged  to  seek 
options  other  than  giving  up  their  assets  to  get  Medicaid.  LTC  insurance  would  most 
certainly  be  an  option  that  would  be  considered. 

Currently,  an  individual's  home  is  exempt  from  Medicaid  eligibility  determinations. 
A  person  is  permitted  to  enter  a  nursing  home  and  receive  Medicaid  without  having 
to  sell  the  home.  However,  once  a  nursing  home  resident  agrees  he  or  she  will  never 
return  home,  the  home  need  not  be  excluded  in  detemining  eligibility.  Tightening  this 
policy  would  act  as  a  further  disincentive  to  Medicaid.  However,  there  would  be  strong 
opposition  to  taking  a  person's  home  from  him  while  there  is  still  a  fair  possibility  of 
returning. 

Another  potential  approach  would  be  for  people  to  finance  privately,  perhaps  through 
LTC  insurance,  nursing  home  care  for  a  fixed  period  of  time,  and  then  be  eligible  for 
Medicaid  without  regard  to  income  and  assets  for  the  remainder  of  their  lifetime.  This 
would  act  as  an  incentive  to  purchase  LTC  insurance,  since  the  buyer  would  not  have 
to  deplete  his  resources  to  gain  or  maintain  Medicaid  eligibility.  There  are  problems 
with  this  approach.  The  potential  costs  to  the  Federal  Government  of  paying  for  people 
who  would  not  otherwise  go  on  Medicaid  could  be  high.  Furthermore,  those  people  with 
low  incomes  could  not  afford  the  coverage  for  the  initial  fixed  period  so  Medicaid  benefits 
would  be  available  on  favorable  terms  to  those  with  high  incomes  or  resources.  This 
raises  serious  questions  of  equity.  Alternatives  to  this  approach  would  include 
establishing  a  time  period  for  private  payment,  then  limiting  the  spenddown  to  social 
security  and  other  public  payments.  Another  approach  could  require  home  equity  con- 
version as  a  condition  of  Medicaid  eligibility.  Each  of  these  alternatives  requires  further 
study  before  being  implemented. 

The  VA  programs  present  a  different  problem.  Very  few  observers  of  the  field  have 
cited  VA  programs  as  a  barrier  to  LTC  insurance.  The  draft  NAIC  report  does  discuss 
Veterans  Administration  programs  and  points  out  that  the  number  of  veterans  65  and 
over  will  increase  from  3  million  in  1980  to  9  million  in  the  year  2000.  This  fact  along 
with  the  data  showing  that  about  63,000  veterans  used  nursing  facilities  paid  by  the 
VA  in  1983  could  indicate  that  the  VA  could  be  a  barrier  to  insurance  coverage. 
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LACK  OF  DEMAND 

Problem 

There  is  a  strong  perception  that  consumers  are  not  yet  interested  in  purchasing  long- 
term  care  insurance.  According  to  the  industry  advisory  group  to  the  NAIC  Committee 
on  Long  Term  Care 

The  lack  of  consumer  demand  is  the  primary  reason  why  many  insurers  have  not  de- 
veloped long  term  care  insurance  products.  Many  people  remain  unaware  of  the  finan- 
cial risks  associated  with  nursing  and  home  health  care.  .  . 

Discussion 

The  experience  of  the  American  Association  of  Retired  Persons  (AARP)  is  illustrative 
of  the  problem.  After  conducting  a  study  in  January,  1984  on  consumer  interest  in  long- 
term  care  insurance,  AARP  developed  a  policy  working  with  the  Prudential  Insurance 
Company.  This  policy  was  offered  to  a  select  target  group  of  AARP  members.  Positive 
response  to  this  mailing  was  much  smaller  than  anticipated  so  a  follow-up  survey  was 
conducted  which  attempted  to  determine  reactions  to  long-term  care  insurance. 

According  to  the  survey  40  percent  of  the  respondents  indicated  that  they  had  enough 
insurance,  29  percent  mentioned  cost  or  being  unable  to  afford  insurance,  and  19  per- 
cent felt  they  didn't  need  it.  Two-thirds  of  the  non-buyers  interviewed  agreed  with  the 
statement  that  they  did  not  need  this  type  of  insurance,  and  one-third  believed  they  were 
already  covered  for  extended  nursing  home  stays.  While  half  of  all  respondents  agreed 
with  a  statement  that  nursing  home  insurance  is  a  good  idea,  half  also  agreed  that  a 
nursing  home  stay  was  something  about  which  they  would  rather  not  think. 

There  are  those  who  contend  that  the  real  issue  is  not  lack  of  demand  but  lack  of 
an  attractive  policy  either  because  the  cost  is  too  high  or  the  benefits  are  perceived  to 
be  too  few.  The  lack  of  demand  argument  is  clearly  more  demonstrable  with  younger 
people  who  have  thus  far  shown  little  interest.  Even  those  who  have  the  responsibility 
of  caring  for  an  older  person  or  whose  relatives  and  friends  are  caring  for  an  older  per- 
son are  not  strongly  motivated  to  obtain  insurance. 

Furthermore,  from  the  experience  of  insurance  agencies  selling  long-term  care  in- 
surance it  would  appear  that  the  sale  of  long-term  care  insurance  requires  that  the  sales 
person  convince  the  prospect  that  coverage  for  long-term  care  is  needed  before  attempt- 
ing to  convince  the  prospect  that  a  particular  policy  provides  the  needed  coverage  at 
a  fair  price. 

Finally,  a  report  on  "Public  Attitudes  About  Contingency  Planning  for  Long-Term 
Health  Care  Meeds"  by  the  Beverly  Foundation  describes  two  focus  groups'  attitudes 
as  follows: 

Discussions  revealed  that  lack  of  contingency  planning  for  long-term  care  was  not 
the  result  of  underestimation  of  possible  needs  and  overestimation  of  available  financial 
resources.  It  was  caused  more  by  a  feeling  that  this  was  an  overwhelming,  solution- 
less  problem. 

Both  respondent  groups  disclosed  that  they  felt  incapable  of  planning  for  a  vast  and 
unpredictable  eventuality.  They  felt  they  had  no  control  over  the  situation,  were  con- 
fused about  currently  available  support  options  and  financial  resources  and  did  not 
trust  most  information  sources  of  which  they  were  aware.  Neither  group  reported  vir- 
tually any  contingency  planning  or  preparation  for  potential  long-term  care  need. 
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It  is  probable  that  even  if  the  ideal  long-term  care  insurance  policy  can  be  developed 
and  reasonably  priced,  there  might  still  be  a  lack  of  demand.  The  more  important  ques- 
tion may  be  whether  such  lack  of  demand  is  a  critical  barrier  or  simply  a  normal  stage 
in  the  early  development  of  the  market  for  a  new  product — long-term  care  insurance. 
If  it  is  a  lack  of  perceived  need  or  ignorance  that  insurance  is  available,  education  and 
marketing  should  be  sufficient  to  overcome  lack  of  demand.  However,  if  there  is  an  un- 
derlying avoidance  of  long-term  care  needs  for  psychological  or  social  reasons,  lack 
of  demand  may  be  a  particularly  difficult  barrier  to  overcome. 

Development  of  long-term  care  insurance  must  also  keep  pace  with,  and  mirror  the 
demand  that  is  created  or  the  barrier  cannot  be  overcome.  For  example,  it  would  do 
little  good  and  perhaps  a  great  deal  of  harm  to  develop  a  demand  for  long-term  care 
services  if  the  insurance  industry  could  not  respond  with  an  appropriate  level  of  coverage. 

Solutions  to  overcoming  the  lack  of  demand  barrier  must  therefore  not  only  attack 
the  root  causes  of  lack  of  demand,  but  be  coordinated  with  the  development  of  the  in- 
surance policies  available  to  meet  the  demand  as  it  develops.  As  a  result,  the  possible 
solution  to  the  lack  of  demand  must  be  coordinated  with  the  marketing  of  the  product 
just  as  the  development  of  the  product  must  reflect  the  level  and  type  of  demand. 

Possible  Solutions 

Education  is  so  clearly  a  basic  need  to  overcoming  the  barrier  of  lack  of  demand  that 
simply  setting  it  forth  as  a  possible  solution  begs  the  question.  Beyond  the  general  edu- 
cation of  the  public  to  the  need  to  plan  for,  and  provide  for  the  cost  of  long-term  care 
needs,  education  can  only  be  effective  if  it  relates  to  the  realities  of  the  market  place. 

The  most  obvious  solution  would  be  coordinated  educational  efforts  of  the  federal 
and  state  governments,  consumer  interest  groups,  insurers,  and  health  care  providers. 
Education  programs  need  to  relate  to  the  underlying  causes  of  the  lack  of  demand  and 
a  realistic  understanding  of  what  demand  can  be  satisfied  through  long-term  care  in- 
surance. 

At  present,  education  must  take  place  in  an  atmosphere  of  a  confusing  array  of  long- 
term  care  services  and  insurance  coverages  and  wide  range  of  experimentation.  Fur- 
thermore, it  is  not  clear  whether  the  diversity  of  available  policy  designs  are  responsive 
to  the  differing  needs  of  the  marketplace  or  a  need  to  control  the  exposure  of  the  insurers. 

Market  targeting  can  be  an  effective  means  of  overcoming  lack  of  demand  because 
the  development  of  the  long-term  care  policy  can  be  part  of  the  solution  to  the  lack 
of  demand.  This  solution  assumes  that  there  really  is  a  demand  that  exists  and  it  is  only 
a  matter  of  identifying  it  and  providing  a  policy  that  satisfies  it.  To  some  extent  market 
targeting  assumes  that  the  needs  of  the  defined  population  can  be  so  clearly  met  that 
even  the  underlying  psychological  and  social  barriers  can  be  overcome.  Nevertheless, 
market  targeting  places  the  emphasis  where  it  needs  to  be  for  educational  purposes 
as  well  as  marketing  purposes. 

Market  targeting  also  presents  some  very  real  problems  in  educating  the  public  that 
falls  outside  the  target  group.  It  is  likely  that  for  the  forseeable  future  long-term  care 
insurance  will  be  limited  in  scope  of  level  of  coverage,  access  to  coverage,  location  of 
coverage,  and/or  exclusion  of  coverage. 

The  solution  that  can  be  found  for  the  long-term  care  needs  of  one  segment  of  the 
population  cannot  necessarily  meet  the  needs  of  another  segment  of  the  population  that 
needs  long-term  care  insurance.  The  more  successfully  insurance  companies  target  their 
products  the  more  that  other  groups  or  individuals  that  need  long-term  care  insurance 
or  catastrophic  long-term  care  insurance  will  be  demanding  that  products  be  developed 
for  their  needs.  As  insurance  companies  establish  the  segment  of  the  market  that  can 
be  protected,  they  also  establish  the  limits  of  private  insurance  as  a  means  for  meeting 
the  costs  of  long-term  care. 
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A  second  element  of  overcoming  lack  of  demand  through  education  is  the  need  for 
a  positive  approach  to  the  problem  of  providing  for  long-term  care  needs.  An  educa- 
tional program  must  overcome  the  sense  that  the  problem  is  overwhelming  or  can't  be 
solved.  To  this  end  the  bewildering  array  of  long-term  care  settings  and  services  and 
the  resulting  variation  in  insurance  plans  poses  a  problem  which  cannot  be  solved  sim- 
ply by  developing  comparison  charts.  There  is  a  preliminary  need  to  "convince"  people 
that  long-term  care  insurance  is  1)  available,  2)  worthwhile,  and  3)  can  be  planned  for 
and  tailored  to  each  person's  needs  and  circumstances. 

It  will  require  an  improved  image  of  long-term  care  services  to  achieve  a  positive  atti- 
tude toward  long-term  care  insurance.  To  the  extent  that  people  are  apprehensive  or 
fearful  of  institutional  settings  for  long-term  care,  they  will  be  resistant  to  the  idea  of 
providing  a  financial  means  of  receiving  care  in  a  long-term  care  facility.  An  education- 
al program  that  would  promote  private  financing  for  long-term  care,  must  educate  peo- 
ple to  a  realistic  understanding  of  long-term  institutional  care.  The  perception,  to  the 
extent  that  it  exists,  that  a  nursing  home  is  a  bad  place  to  be,  or  that  all  nursing  homes 
are  bad  places  must  be  replaced  through  education  with  a  more  realistic  understanding 
of  what  a  nursing  home  is,  why  it  is  an  essential  part  of  long-term  care,  and  that  there 
are  many  excellent  nursing  home  facilities  where  people  are  treated  lovingly  and  profes- 
sionally. 

Furthermore,  it  is  important  for  people  to  understand  that  there  are  a  range  of  serv- 
ices and  settings  prior  to  institutionalization.  The  education  of  the  public  about  alterna- 
tives to  nursing  home  care  will  make  acceptance  of  long-term  care  planning  more 
acceptable  and  provide  an  incentive  for  long-range  planning. 

Supporting  research  may  also  be  useful  in  defining  and  exploiting  the  fear  that  may 
presently  be  a  barrier  to  consumer  demand.  If  education  is  to  be  effective  it  must  relate 
to  the  real  problem,  and  research  may  well  be  necessary  to  determine  the  underlying 
cause  for  the  lack  of  demand. 

It  may  also  be  appropriate  to  utilize  demonstration  projects  to  test  approaches  to  over- 
coming lack  of  demand.  A  real  commitment  to  overcoming  barriers  to  developing  long- 
term  care  insurance  may  require  cooperative  effects  of  government,  insurers,  providers, 
and  consumer  advocacy  groups.  The  use  of  demonstration  projects  can  stimulate  that 
coordination  and  determine  whether  educational  and  other  efforts  are  having  their  desired 
effect. 

Finally,  a  combination  of  research  and  demonstrations  may  be  necessary  to  examine 
the  size  of  the  market  that  can  realistically  be  reached  by  long-term  care  insurance.  For 
example,  the  Federal  or  State  governments  may  provide  a  good  laboratory  for  testing 
group  or  individual  long-term  care  coverage  to  younger  age  groups. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES  Health  Care  Financing  Administration 

Task  Force  on  Room  4406  HHS  Building 

Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

November  13,  1986 
LACK  OF  UNDERSTANDING 

Problem 

Many  potential  consumers  of  long-term  care  (LTC)  insurance  do  not  purchase  such 
protection  because  of  their  mistaken  belief  that  they  are  covered  by  Medicare  and/or 
Medigap  policies  against  the  costs  of  nursing  home  care. 

Discussion 

It  appears  that  a  large  number  of  people,  particularly  ages  65  and  over  would  con- 
sider purchasing  LTC  insurance,  but  for  the  erroneous  belief  that  they  already  are  pro- 
tected by  Medicare  and/or  Medigap  policies.  The  lack  of  understanding  of  what  Medicare, 
and  to  some  extent,  Medigap  policies  offer,  acts  as  a  barrier  against  the  purchase  of 
such  coverage. 

In  reality,  Medicare's  LTC  benefit  is  almost  negligible.  To  be  eligible  for  the  100  days 
of  care  provided  in  a  skilled  nursing  facility  (SNF)  during  a  benefit  period,  the  beneficiary 
must  have  been  a)  hospitalized  for  at  least  3  consecutive  days;  b)  transferred  to  the  SNF 
because  he  or  she  required  care  for  a  condition  treated  in  the  hospital;  c)  admitted  to 
the  facility  within  30  days  after  discharge  from  the  hospital;  and  d)  requiring  and  receiving 
skilled  nursing  or  skilled  rehabilitation  services  on  a  daily  basis.  All  of  these  conditions 
must  be  met  for  Medicare  to  pay.  Even  then,  users  of  Medicare's  SNF  benefits  only  use 
an  average  of  about  27  days  of  covered  care  per  year.  Thus,  in  no  way  can  Medicare's 
SNF  benefit  be  considered  LTC.  Medicare  does  provide  unlimited  home  health  visits, 
and  without  prior  hospitalization  requirements;  nevertheless,  Medicare's  provisions  re- 
quiring the  patient  to  be  homebound  and  needing  skilled  care,  preclude  its  use  as  a 
major  vehicle  for  LTC. 

Many  of  the  beneficiaries  who  recognize  Medicare's  limitations,  do  not  appear  to 
understand  that  very  few  Medigap  policies  cover  LTC.  A  study  performed  by  SRI  ques- 
tioned Medigap  policyholders  about  their  policies'  benefits.  While  most  knew  whether 
their  policies  covered  the  part  A  deductible,  the  part  B  coinsurance,  and  prescription 
drugs,  most  did  not  know  whether  their  policy  covered  care  in  an  SNF,  hospital  stays 
over  150  days  (the  absolute  Medicare  limit)  or  custodial  care.  Relatively  few  Medigap 
policies  cover  any  nursing  home  care.  The  mistaken  belief  about  coverage  by  the  at 
risk  population  falsely  leads  that  group  to  an  assumption  that  purchase  of  LTC  insurance 
will  result  in  duplicate  coverage. 

Possible  Solutions 

1.  The  most  obvious  solution  would  be  a  better  educational  effort  by  the  Federal 
Government,  along  with  interested  outside  organizations  to  publicize  Medicare's 
limitations. 

To  some  extent,  this  is  done  already.  Your  Medicare  Handbook  spends  2  pages 
discussing  the  SNF  benefit,  and  points  out  the  conditions  necessary  for  coverage. 
It  says  in  a  footnote  that  "Most  nursing  homes  in  the  United  States  are  not  SNFs." 
(italics  included)  Despite  this,  either  few  beneficiaries  read  the  Handbook  or,  if  they 
do,  are  not  aware  of  Medicare's  very  limited  LTC  benefit.  Similarly,  the  Guide  to 
Health  Insurance  for  People  with  Medicare  presents  the  same  caveats  about 
Medicare  coverage,  as  well  as  saying  that  "Medicare  does  not  cover  certain  kinds 
of  care.  Most  private  insurance  does  not  cover  them  either."  Among  the  kinds  of 
care  cited  by  the  publication  are  custodial  nursing  home  care  and  intermediate  nur- 
sing home  care. 

131 


In  spite  of  these  efforts  to  educate  beneficiaries  about  Medicare  and  Medigap, 
over  37%  of  respondents  to  one  survey  said  they  would  not  buy  private  LTC  in- 
surance because  they  viewed  Medicare  or  private  coverage  as  adequate  to  meet  their 
needs.  This  may  indicate  either  that  the  current  Federal  efforts  are  insufficient,  or 
that  the  Federal  Government  can  do  little  more  to  inform  beneficiaries  than  it  has 
already  done.  While  it  would  be  difficult  for  the  Federal  Government  to  convey  a 
stronger  message  about  the  lack  of  Medigap  coverage  of  LTC,  it  should  emphasize 
more  strongly  the  Medicare  program's  limitations  in  this  area.  The  Federal  Govern- 
ment should  review  its  publications  and  refocus  those  areas  in  a  fashion  that  will 
reach  its  audience.  Additionally,  social  security  district  offices  should  do  more  to 
alert  persons  applying  for  social  security  benefits  about  LTC  limitations. 

2.  Nongovernmental  organizations  may  wish  to  publicize  more  vigorously  the  limited 
LTC  coverage  of  both  Medicare  and  Medigap.  Some  groups  already  are  doing  this. 
The  draft  report  of  the  Advisory  Committee  of  the  NAIC  recommends  publication 
of  a  Consumer's  Guide  to  Long-Term  Care.  The  report  says  "Most  people  believe 
that  Medicare  combined  with  their  private  Medicare  Supplement  insurance  will  meet 
this  need  (coverage  of  LTC  services)  if  it  should  develop.  This  however,  is  NOT  TRCJE! 
Medicare  and  Medicare  Supplement  insurance  cover  a  very  limited  amount  of  skilled 
care,  but  custodial  care,  which  is  the  type  of  care  many  people  often  require,  is  not 
covered..." 

The  AARP  makes  the  same  points  as  forcefully.  In  its  publication,  Information 
on  Medicare  &  Health  Insurance  for  Older  People,  the  AARP  says  "Where  there 
is  no  need  for  'skilled'  nursing  care  Medicare  provides  no  help  at  all  for  a  recupera- 
tion period  at  home.  Neither  Part  A  nor  Part  B  coverage  allows  anything  toward 
custodial  nursing  or  homemaker  services,  and  most  supplemental  health  insurance 
policies  do  not  pay  benefits  for  these  services  either."  Other  AARP  publications  also 
emphasize  the  lack  of  long-term  care  coverage  under  these  programs.  The  HIAA 
also  has  published  information  on  the  lack  of  LTC  coverage  under  Medicare. 

Although  the  efforts  by  nongovernmental  organizations  seem  to  be  appropriately 
directed,  it  appears  that  few  people  are  paying  attention  to  the  message.  One  reason 
may  be  that  the  limitations  often  are  buried  in  a  larger  document,  which  most 
beneficiaries  do  not  read.  It  might  be  better  for  the  organizations  to  publish  a  much 
briefer  document  listing  only  the  LTC  limitations  of  Medicare  and  Medigap. 

3.  While  many  insurers  are  reluctant  to  criticize  Medigap  policies  in  general,  if  they 
are  marketing  LTC  insurance  policies  they  should  convey  this  message  strongly  as 
it  would  give  the  potential  buyers  a  greater  understanding  that  their  existing  Medigap 
coverage  does  not  cover  LTC.  Greater  awareness  of  the  limited  LTC  benefits  of  both 
Medicare  and  Medigap  would  be  an  important  step  toward  increasing  the  market 
for  LTC. 
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Washington,  DC.  20201 

November  14,  1986 
VESTED  INTEREST  IN  MEDICARE  /MEDIGAP  INSURANCE 

Problem 

Government  and  private  insurers  have  a  vested  interest  in  Medicare  and  Medicare 
supplement  insurance  (Medigap)  which  conflicts,  at  least  to  some  extent,  with  the 
marketing  of  private  long-term  care  insurance. 

Discussion 

Research  into  consumer  interest  and  knowledge  about  the  financing  of  long-term  care 
has  established  that  many  people  believe  they  are  adequately  covered  by  Medicare  and/or 
Medigap  policies.  However,  the  conditions  of  eligibility  and  the  restrictions  on  Medicare 
skilled  nursing  facility  care  and  home  health  care  make  these  benefits  almost  negligi- 
ble in  terms  of  financing  the  costs  of  the  traditional  range  of  long-term  care  people  ac- 
tually receive.  The  public  needs  to  be  educated  on  the  difference  between  long-term 
care  and  acute  and  short  term  rehabilitation  care  so  that  the  contrast  is  established. 
Consumers  can  them  make  informed  decisions  about  their  need  for  insurance  coverage. 

It  is  argued  that  an  inadequate  effort  is  being  made  by  the  Federal  Government  and 
the  private  insurance  industry  to  educate  Medicare  enrollees  and  Medigap  insurance 
policy  holders  of  their  very  limited  long-term  care  benefits.  To  have  the  Federal  Govern- 
ment and  the  private  insurance  industry  publicly  announce  their  respective  shortcom- 
ings in  the  long-term  care  benefit  area  may  jeopardize  their  credibility  in  the  acute  care 
area  of  coverage  and  could  cause  misunderstandings  and  could  lead  to  disenrollment 
from  Medigap  coverage. 

Others  contend  that  the  Federal  Government  and  Medigap  carriers  are  doing  an  ade- 
quate job  of  educating  the  public  about  the  limits  of  Medicare  and  Medigap  coverage 
with  respect  to  long-term  care.  Descriptive  material  generally  contains  statements  in- 
dicating that  long-term  care  is  very  limited.  However,  the  point  is  not  that  the  Govern- 
ment and  insurers  are  not  informing  consumers  of  service  limits  but  that  they  are  not 
informing  them  adequately.  An  effective  means  of  educating  consumers  is  a  necessary 
requisite  for  the  creation  of  a  willingness  on  the  part  of  the  insured  to  redirect  a  portion 
of  limited  insurance  dollars  to  long-term  care  coverage. 

The  significant  issue  is  how  consumers  will  distribute  their  limited  dollars  between 
acute  care  and  long-term  care  services.  Most  consumers  prefer  first  dollar  coverage  for 
acute  care  and  most  would  have  to  make  a  trade-off  of  first  dollar  coverage  for  long- 
term  care  coverage  if  premiums  are  to  remain  at  the  same  level.  Medigap  insurers  would 
then  have  to  select  appropriate  mixes  of  benefits  and  be  pressed  to  give  up  strong  in- 
centives for  the  configuration  of  current  Medigap  policies,  i.e.,  first  dollar  acute  care 
coverage  for  less  popular  long-term  care  benefits.  More  importantly,  if  they  sold  long- 
term  care  and  Medigap  separately  they  could  be  competing  against  themselves  and 
trading  off  a  predictable  risk  for  a  less  predictable  one. 

Insurers  might  have  to  increase  the  cost  of  the  combined  long-term  care  and  Medigap 
coverage.  Competitive  factors  in  the  marketplace  can  therefore  restrict  the  willingness 
of  insurers  to  shift  emphasis  from  first  dollar  coverage  in  Medigap  policies  to  long-term 
care,  to  long-term  care  riders  for  Medigap  or  to  Medigap  policies  which  merge  tradi- 
tional Medicare  supplement  coverage  with  long-term  care  services. 
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Development  of  long-term  care  insurance  cannot  outpace  the  awareness  of 
Medicare/Medigap  limitations.  Conversely,  Medigap  insurers  cannot  educate  consumers 
to  their  need  for  long-term  care  before  long-term  care  policies  are  available  which  in- 
corporate traditional  Medigap  coverage  and  long-term  care  services  with  the  appropriate 
cost  and  coverage  factors.  The  result  seems  to  have  been  paralysis. 

A  potential  target  market  for  long-term  care  insurance  which  may  not  have  the  same 
financial  constraints  is  the  younger  population  group  between  40  and  60  years  old.  This 
target  group,  although  not  yet  Medicare  eligible,  may  have  a  sensitivity  to  the  need  for 
long-term  care  coverage  as  a  result  of  arranging  and/or  financing  the  care  of  a  parent, 
relative,  or  friend.  This  group  will  likely  be  entering  its  peak  earning  power  and  would 
have  sufficient  discretionary  dollars  to  enable  it  to  purchase  long-term  care  insurance 
with  little  impact  on  standard  of  living  or  the  need  for  economic  trade-offs.  The  pressure 
should  be  less  severe;  however  the  trade-offs  will  still  exist. 

Possible  Solutions 

The  solution  to  the  issue  described  here  closely  resembles  those  approaches  outlin- 
ed in  the  papers  on  the  barriers  of  "Lack  of  Understanding"  and  "Lack  of  Demand.' 
The  basic  need  is  for  the  Federal  Government  and  the  private  insurance  industry  to  pro- 
vide better  information  and  education  so  Medicare  enrollees  and  Medigap  policy  holders 
can  better  understand  their  coverage  (or  lack  thereof)  for  long-term  care.  With  better 
information  and  an  improved  knowledge  base,  people  can  make  intelligent  decisions 
as  to  whether  they  should  purchase  long-term  care  coverage. 
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January  22,  1987 

Employer  and  Group  Concerns 

Issue:  What  can  be  done  to  encourage  the  development  of  employment-related  and 
other  group  based  long-term  care  (LTC)  insurance  and  can  employers  be  assured  con- 
trollable costs  when  providing  LTC  insurance?  Further,  how  can  employees  be  guaranteed 
the  portability  and  continuity  of  their  LTC  insurance  benefits  when  changing  employers? 

The  barriers  to  the  sale  of  LTC  insurance  that  pertain  to  this  issue  include  employer 
reluctance,  portability,  and  legislative  and  judicial  mandates.  Incentives  to  overcome 
the  barriers  may  include  Federal  tax  incentives,  employer  and  employee  education, 
restructuring  current  benefit  packages,  and  the  spector  of  mandated  benefits  as  an  alter- 
native if  no  solution  emerges. 

Discussion  of  Problem 

Most  observers  believe  that  group  insurance  coverage  has  advantages  that  individual 
coverage  does  not.  In  particular,  marketing  and  sales  costs  are  considerably  lower,  there 
is  less  risk  of  adverse  selection,  and  employees  are  comfortable  with  their  employer 
dealing  with  the  paperwork  involved.1;  Despite  this,  at  present,  nearly  all  LTC  insurance 
policies  are  sold  on  an  individual  basis.  Of  those  policies  that  are  actually  insurance 
policies  sold  through  groups,  most,  if  not  all,  are  sold  through  associations  such  as  the 
AARP.  Although  there  appears  to  be  interest  by  some  employers  in  LTC  policies,  at 
present  they  have  not  chosen  to  provide  this  protection  to  their  employees.  (The  State 
of  Alaska  may  offer  such  coverage  to  their  retirees  shortly.  Those  retirees  electing  this 
coverage  would  pay  the  full  premium  costs  of  the  group  policies,  with  the  premiums 
deducted  from  their  retirement  checks.)  There  appear  to  be  a  number  of  reasons  for 
this  lack  of  employment-related  coverage  of  which  the  following  may  be  the  most 
significant: 

A.  Economic  problems  of  many  American  businesses — In  recent  years,  even  in  times 
of  relative  prosperity,  a  number  of  large  industries,  such  as  steel  and  mining  have 
been  facing  severe  economic  difficulties.  In  addition  to  these  industries,  many  firms, 
attempting  to  remain  solvent  in  the  face  of  heavy  foreign  competition,  have  become 
more  concerned  than  before  with  the  costs  of  employee  benefits  over  both  the  short 
and  long-term.  In  some  cases,  companies  either  have  reduced  employee  benefits 
or  instituted  cost  controls  such  as  higher  copayments  for  their  health  insurance 
policies.2  Furthermore,  employment  generally  is  increasing  in  smaller  companies, 
rather  than  larger  ones.  In  general,  small  firms  are  less  likely  than  larger  ones  to 
institute  new  employee  benefits.3  Thus,  as  long  as  businesses  are  striving  to  main- 
tain their  competitive  position,  they  are  likely  to  show  little  enthusiasm  for  offer- 
ing additional  benefits  such  as  LTC  insurance. 

B.  Lack  of  employee  demand — Even  when  such  companies  are  not  trying  to  reduce 
benefits,  there  is  little  indication  that  labor  unions  or  non-union  workers  are  pressur- 
ing employers  to  provide  LTC  insurance.4  Few  workers  under  the  age  of  50  give 
much  thought  to  the  possible  eventual  need  for  long-term  care  for  themselves.  If 
given  a  choice  between  an  increase  in  salary  or  an  identical  amount  paid  by  the 
employer  for  insurance  that  they  may  never  use,  most  would  be  expected  to  choose 
the  former.  Furthermore,  many  labor  unions  are  attempting  to  maintain  the  pre- 
sent benefits  offered  to  their  employees  and  do  not  believe  that  employer-provided 
LTC  insurance  at  this  time  is  realistic.  Thus,  the  lack  of  employee  interest  means 
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that  employers  do  not  have  to  give  serious  consideration  to  providing  this  benefit 
in  the  absence  of  other  incentives. 

C.  Pay  as  you  go  financing — Pension  plans  under  the  Employment  Retirement  Income 
Security  Act  (ERISA)  are  required  to  be  funded  i.e.,  the  employers  must  pay  for 
them  through  a  trust  fund  or  insurance  contract  to  protect  employees'  benefits.  The 
employers'  payments  to  the  trust  funds  are  tax  deductible,  and  the  investment  in- 
come receives  favorable  tax  treatment.  On  the  other  hand,  there  is  no  requirement 
that  post-retirement  medical  benefits  be  prefunded.  They  usually  are  financed  on 
a  pay-as-you-go  basis,  are  treated  as  operating  expenses  in  the  year  in  which  the 
benefits  are  paid,  and  do  not  recognize  the  expense  until  employees  are  retired  and 
receiving  benefits.  Besides  the  tax  issues  discussed  below,  the  lack  of  prefunding 
and  accrual  of  expenses  while  employees  are  working  creates  problems  for 
employers.  It  creates  a  heavy  burden  on  employers  who  have  a  large  number  of 
retired  employees  relative  to  the  total  work  force.  Such  employers  are  faced  with 
heavy  costs,  often  at  a  time  when  their  competitive  position  is  not  good.5  Without 
prefunding,  the  future  costs  of  LTC  insurance  could  create  particular  problems  for 
employers  because  inflation  in  long-term  care  has  been  high,  and  future  costs  are 
unpredictable.  Resolving  the  prefunding  issue  could  be  a  big  step  toward  making 
employer-sponsored  LTC  insurance  more  attainable. 

Prior  to  the  enactment  of  the  Deficit  Reduction  Act  of  1984,  (DEFRA)  very  few 
employers  financed  their  retiree  health  benefits  through  pre-funding.  Whether  this 
was  due  to  lack  of  understanding  of  the  extent  of  their  financial  obligations  or  for 
other  reasons  is  not  clear.  At  any  rate,  about  the  time  that  some  employers  began 
considering  prefunding,  DEFRA  was  enacted.  Before  DEFRA,  the  tax  code  defined 
two  tax-favored  vehicles  for  prefunding  retiree  health  benefits — section  501  (c)(9) 
trusts  (called  voluntary  employee  beneficiary  associations,  or  VEBAs)  and  section 
401(h)  trusts.  DEFRA  gave  employers  two  options  for  prefunding,  but  greatly  limited 
their  attractiveness. 

Under  section  501(c)(9),  the  employer  contributions  to  the  fund  are  deductible, 
but  the  income  earned  on  the  contribution  is  taxable.  In  addition,  each  year's  com- 
putation of  contribution  for  future  retiree  medical  benefits  may  not  take  future  health 
care  inflation  into  account,  making  it  difficult  to  fund  real  costs  in  the  future. 

Under  section  401(h)  of  the  Internal  Revenue  Code,  a  qualified  pension  or  annuity 
plan  may  provide  health  insurance  benefits  to  retirees  and  must  contain  provisions 
determining  the  amount  which  will  be  paid.  An  employer  may  contribute  up  to  25 
percent  of  the  aggregate  contribution  made  on  behalf  of  a  participant  to  a  pension 
plan.  The  income  from  the  employer  contributions  is  tax  free.  Since  the  contribu- 
tions under  section  401(h)  are  subject  to  overall  limits  on  contributions,  employers 
may  only  use  section  401(h)  to  the  extent  that  pensions  and  other  benefits 
provided  through  qualified  plans,  do  not  exceed  more  than  25  percent  of  aggregate 
pension  plan  contributions.  For  employers,  the  limit  on  contributions  to  section 
401(h)  trusts  is  too  low  to  adequately  fund  accruing  liabilities  for  existing  retiree 
health  and  other  benefits.  Furthermore,  it  is  not  yet  clear  whether  the  DEFRA  prefun- 
ding restrictions  that  apply  to  section  509(c)(9)  trusts  also  apply  to  section  401(h) 
arrangements.  Clarification  that  these  rules  do  not  apply  might  make  prefunding 
under  section  401(h)  more  prevalent  in  the  future.6 

D.  Uncertainty  caused  by  court  cases  and  legislation — Recent  court  cases  have  caused 
considerable  uncertainty  among  employers  in  the  area  of  medical  benefits.  In  several 
cases,  including  Eardman  v.  Bethlehem  Steel  Corp.,  United  Auto  Workers  v. 
Yardman,  Policy  v.  Powell  Press  Steel  Co.,  Hansen  v.  White  Farm  Equipment, 
and  CAW  v.  Cadillac  Malleable  Iron  Co.,  courts  generally  have  ruled  against 
employers  on  discontinuing  benefits  for  those  employees  who  have  already  retired. 
This  makes  it  harder  for  employers  who  might  wish  to  offer  new  benefits  at  the  pre- 
sent time,  but  who  might  need  to  discontinue  them  at  some  later  date.  This  acts 
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as  a  strong  disincentive  for  employers  to  consider  providing  LTC  insurance.  Fur- 
thermore, the  court  cases  only  have  involved  individual  situations.  There  have  been 
no  broad-based  decisions  giving  employers  certainty  of  the  direction  in  which  the 
courts  are  going  to  go  in  the  future,  thus  making  it  difficult  for  employers  to  plan 
for  their  retirees'  benefits  with  some  degree  of  assurance  that  future  court  decisions 
will  not  undermine  their  efforts  to  make  changes  later.7 

Recent  legislation  has  given  employers  more  reasons  to  be  uncertain.  The  COBRA 
legislation  required  businesses  with  more  than  20  employees  who  offer  group  health 
insurance  to  continue  this  coverage  for  up  to  three  years  to  widows,  divorced  spouses, 
and  their  dependents.  In  addition,  such  companies  must  offer  continued  coverage 
for  up  to  18  months  for  employees  who  have  quit  or  been  laid  off.  While  beneficiaries 
must  pay  the  entire  premium  for  this  coverage,  and  an  additional  2  percent  to  cover 
administrative  costs,  many  employers  have  cited  severe  administrative  problems 
such  as  recordkeeping  for  former  workers  to  ascertain  whether  they  have  paid  their 
premiums.  Legislation  passed  by  the  House  of  Representatives  in  1986  would  have 
required  employers  to  continue  health  insurance  coverage  for  4  months  after  an 
employee  was  dismissed,  and  pick  up  the  same  portion  of  the  premium  as  they  did 
before  the  employee's  dismissal.  Another  portion  of  the  legislation  would  have 
established  risk  pools  to  provide  coverage  for  uninsured  persons.  Employers  with 
more  than  20  workers  would  have  to  make  up  for  any  shortfall,  if  the  premiums 
collected  do  not  cover  all  claims.  Although  this  proposal  was  not  enacted,  it  is  quite 
possible  that  similar  legislation  will  be  given  serious  consideration  by  the  100th 
Congress.  Along  with  other  changes  enacted  in  recent  years  that  transferred  some 
responsibilities  for  financing  the  costs  of  aged  workers  and  their  spouses  from 
Medicare  to  employers,  these  legislative  actions  and  court  cases  have  caused  uncer- 
tainty and  concern  for  many  employers  as  to  what  may  be  mandated  in  the  future.8 
The  result  is  an  unwillingness  to  commit  any  funds  until  the  climate  settles. 

E.  Accounting  Requirements — In  November,  1984  the  Financial  Accounting  Standards 
Board  (FASB)  required  publicly  held  companies  to  disclose  yearly  retiree  health 
and  welfare  benefits  as  a  footnote  to  their  annual  financial  statement.  While  not 
in  itself  a  significant  change  in  accounting  practice,  it  was  important  because  it  re- 
quired employers  to  recognize  the  current  cost  of  retiree  benefits  separately  from 
the  cost  of  plan  benefits  for  active  workers.  Furthermore, there  is  some  concern  that 
the  FASB  may  treat  retiree  health  benefits  in  the  same  fashion  as  pension  plans 
are  with  future  liabilities  deducted  from  company  revenues  and  directly  related  in 
annual  profit  statements. 

F.  Non-Employer-Related  Group  Coverage — Group  LTC  insurance,  outside  of  the 
employment  setting  has  many  of  the  same  advantages  as  employment-related 
coverage.  The  Report  of  the  National  Association  of  Insurance  Commissioners  (NAIC) 
points  out  differences  in  the  way  that  group  comprehensive  health  insurance  is 
regulated  compared  to  individual  products.  These  are:  renewability  provisions  for 
group  insurance  are  dependent  on  different  factors  than  individual  insurance; 
disclosure  requirements  usually  are  less  extensive  for  the  plan  summaries  issued 
to  those  enrolled  in  a  group  plan  than  are  the  outlines  of  coverage  issued  to  in- 
dividual policyholders;  group  coverage  may  be  experienced  rated  "in  which  case 
loss  ratios  are  inappropriate;"  and  in  collective  bargaining  arrangements  the  benefit 
levels  and  structure  are  negotiated  to  the  satisfaction  of  the  employer  and  employees. 
"Regulation  of  minimum  benefit  standards  is  therefore  inappropriate  as  it  would 
interfere  with  the  collective  bargaining  process."  It  also  has  been  pointed  out  that 
since  group  insurance  does  not  employ  medical  underwriting,  the  need  for  flexibility 
in  allowing  for  pre-existing  conditions  limitations  is  greater. 

One  issue  that  may  need  to  be  addressed  is  that  of  extraterritoriality.  In  cases 
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where  group  policies  are  offered  in  several  States,  concern  had  been  expressed  that 
allowing  each  State  to  extend  jurisdiction  over  certificates  issued  to  its  residents, 
regardless  of  where  the  policy  is  issued,  could  impede  the  development  of  group 
policies.  We  believe  it  is  important  to  balance  protection  of  consumers  with  that 
of  encouraging  group  LTC  insurance,  and  it  now  appears  that  the  NAIC  has  resolv- 
ed the  particular  extraterritoriality  problem  that  had  caused  the  concern. 
Portability — The  United  States  lacks  a  comprehensive  portable  health  benefits 
system.  Such  a  system  would  link  benefits  to  the  worker  rather  than  the  job,  thereby 
allowing  workers  to  transfer  jobs,  enter  and  leave  the  work  force,  and  concurrently 
accrue  benefit  rights.  Portable  personal  benefits  would  permit  workers  to  build  up 
equity  in  their  benefits  throughout  their  working  careers,  even  if  they  changed  jobs. 
The  critical  problems  here  are  employee  mobility  from  job  to  job  and  the  ability 
to  take  the  employee's  benefits  with  him  to  his  new  employment,  i.e.,  the  portabili- 
ty of  these  benefits.  Employees  who  contribute  through  their  employment  to  the 
costs  of  LTC  insurance  would  be  concerned  that  they  might  not  receive  coverage 
should  they  change  jobs.  These  problems  are  somewhat  analogous  to  those  ex- 
perienced by  employee  pension  plans,  and  contributed  somewhat  to  the  develop- 
ment of  Individual  Retirement  Accounts  to  accomodate  the  mobility  of  employees 
and  the  enactment  of  ERISA  which  protects  the  portability  and  continuity  of  these 
pensions.  In  the  case  of  LTC  insurance,  the  real  issue  is  that  the  need  for  this  benefit 
occurs  generally  after  retirement,  usually  after  age  65,  so  there  is  a  need  to  build 
up  a  vested  interest  in  this  benefit.  Additional  problems  are  what  are  the  ramifica- 
tions of  portability  to  the  employers,  i.e.,  what  is  their  payment  obligation;  what 
are  the  implications  for  employee  mobility;  and  what  is  the  impact  on  the  LTC  in- 
surance policy  itself  in  terms  of  transferability  of  "value,"  i.e.,  what  does  the  policy 
constitute  in  terms  of  cash  value  and  other  benefits.  Consideration  also  must  be 
given  to  how  this  benefit  will  be  managed  and  who  will  do  the  managing  once  the 
worker  changes  employers. 

Our  objective  is  to  encourage  development  and  marketing  of  LTC  insurance 
policies  that  allows  employees  who  contribute  through  their  employment  to  the  costs 
of  LTC  insurance  to  carry  their  LTC  benefits  with  them  upon  changing  employers. 
We  also  wish  to  reach  a  balance  between  the  needs  of  workers  for  greater  protec- 
tion in  LTC  insurance,  and  those  of  the  employer  who  should  not  be  burdened  with 
potentially  uncontrollable  costs.9 

The  portability  issue  should  be  considered  in  the  context  of  vesting.  Vesting  is 
a  guarantee  to  a  benefit;  after  employment  for  a  specified  number  of  years,  some 
portion  of  the  benefit  will  be  paid  even  if  the  employee  terminates  employment. 
Vesting  is  an  obligation  or  promise  to  pay  for  the  delivery  of  any  benefit  in  the  future. 
If  the  employee  himself  has  been  paying  the  premium  up  until  retirement,  then  it 
is  a  case  of  entitlement,  since  it  is  a  paid-up  policy.  Unlike  pension  benefits  which 
are  subject  to  minimum  vesting  standards,  there  are  no  statutory  vesting  rules  gover- 
ning employer-sponsored  retiree  medical  plans,  either  for  employees  who  terminate 
employment  before  reaching  retirement  age  or  upon  retirement.10  However,  some 
of  the  court  cases  mentioned  above  suggest  that  there  may  be  some  conditions  under 
which  medical  benefits  do  vest  at  retirement. 

Another  approach  to  facilitate  portability  is  conversion  to  an  LTC  insurance  policy 
with  the  employee  paying  full  premiums.  This  would  allow  an  employee  to  be  covered 
when  he  does  not  have  his  employer  pay  part  of  the  premium  and  would  allow  con- 
tinuity of  coverage  even  though  one's  employment  status  has  changed.  The  policy 
would  follow  the  employee  although  the  payer  of  the  premium  may  change.  For 
employees  to  be  willing  to  participate  in  long-term  care  insurance  plans,  they  must 
have  a  reasonable  expectation  of  being  able  to  continue  their  insurance  into  retire- 
ment at  premiums  that  reflect  the  fact  that  they  or  their  company  have  prepaid 
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some  of  the  cost  of  the  risk  or  received  a  fully  paid  up  policy  at  retirement. n  This 
would  lead  to  a  varied  rate  structure,  such  as  a  group  rate  for  current  employees 
and  a  higher  group  rate  plus  administrative  costs  for  retirees  and  those  who  trans- 
ferred jobs. 

Still  another  approach  to  accommodate  portability  would  be  to  implement  a  fund 
for  employers  to  pay  for  LTC  insurance  similar  to  the  manner  »'n  which  the  Individual 
Retirement  Account  (IRA)  functioned  prior  to  the  Tax  Reform  Act  of  1986.  The  in- 
dividual would  have  access  to  this  fund,  regardless  of  change  in  employment  status, 
and  could  receive  the  same  favorable  tax  treatment  as  me  pre-Tax  Reform  IRA,  i.e., 
deferred  tax  on  interest  generated  by  the  fund,  and  contributions  deductible  up  to 
a  maximum  per  year. 

What  Others  Have  Said .  .  . 

Most  observers,  including  the  NAIC,  the  Mercer-Meidinger  Organization,  The 
Department  of  Health  and  Human  Service's  Report  on  Catastrophic  Insurance,  and 
the  Washington  Business  Group  on  Health  (WBGH)  support  return  to  the  pre-TEFRA 
provisions  for  funding  medical  benefits.12  (This  often  is  in  the  context  of  overall 
medical  benefits,  not  necessarily  long-term  care  insurance).  The  need  for  educa- 
tional efforts  for  employers  and  employees  has  been  cited  by  the  NAIC,  Greenberg 
et  al,  and  Carol  Cronin  as  being  helpful.13  Changing  some  of  the  court  decisions 
and  legislative  actions  could  stimulate  the  growth  of  retiree  medical  benefits  ac- 
cording to  the  NAIC  and  Mercer-Meidinger.13 

Some  new  ideas  have  been  proposed  that  may  be  worthy  of  consideration.  The 
Department  of  Health  and  Human  Services'  Report  suggests  that  the  Federal  govern- 
ment could  set  an  example  by  offering  a  long-term  care  option  as  part  of  its  health 
benefit  plan.  All  retirees  might  be  given  a  choice  of  the  health  insurance  benefits 
currently  offered,  or  long-term  care  insurance.  Similar  governmental  contributions 
would  be  made  to  each  plan.  If  the  retiree  wanted  both,  that  could  be  available  for 
additional  premiums.15 

The  Mercer-Meidinger  report  recommends  using  overfunded  pension  plans,  that 
otherwise  might  be  dissolved  for  corporate  advantage,  for  retiree  medical  benefits 
instead.16  Eggert,  et.  al.,  pointing  out  that  many  companies  provide  first  dollar 
coverage  of  current  benefits  for  retirees,  suggest  that  employers  could  substitute 
chronic  care  benefits  and  institute  cost-sharing,  with  no  additional  costs.  The  NAIC 
discusses  establishing  a  combined  disability  insurance  and  long-term  care  policy 
as  an  idea  that  deserves  further  consideration.17  The  Department  points  out  that 
many  employees  over  age  64  might  prefer  to  be  insured  against  the  catastrophic 
costs  of  long-term  care,  rather  than  receive  the  front  end  coverage  of  Medigap 
policies. 

Mercer-Meidinger  believes  that  in  evaluating  the  appropriateness  of  vesting  from 
a  public  policy  viewpoint,  a  key  issue  is  the  effect  that  such  a  requirement  would 
'lave  on  the  overall  security  of  plan  participants.  A  mandatory  vesting  requirement 
could  be  counterproductive  since  it  might  discourage  employers  altogether  from 
offering  retiree  medical  benefits  or  induce  employers  to  reduce  or  limit  the  benefit 
because  of  cost.18 

The  health  insurance  industry  and  related  groups  are  concurrently  considering 
retiree  health  benefits  and  health  benefits  for  other  than  retirees.  These  organiza- 
tions have  established  task  forces  for  considering  these  issues  inclusive  of  long- 
term  care  benefits  and  the  critical  needs  of  portability  and  vesting.  Specifically,  the 
Health  Insurance  Association  of  America,  the  American  Council  of  Life  Insurance 
Companies,  and  the  Association  of  Private  Pension  and  Welfare  Plans  are  considering 
formulating  policies  on  these  concerns.  These  groups  seem  to  be  targeting  late 
January  or  early  February  as  the  time  they  will  have  official  statements  to  release 
on  these  issues. 
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An  illustration  of  an  approach  to  portability,  although  restricted  to  employment 
within  a  group  of  similar  institutions  is  the  proposal  by  the  Commission  on  College 
Recruitment.  This  plan  allows  an  employee  who  transfers  between  participating  in- 
stitutions without  a  break  in  service  to  have  coverage  under  the  plan  continue 
automatically.19  It  is  important  to  note  that  individuals  who  terminated  covered 
employment  and  continued  coverage  on  their  own  could  assume  responsibility  for 
premium  payments  on  an  individual  basis. 

Staff  has  learned  that  one  major  health  insurance  company  is  developing  a  LTC 
insurance  product  that  will  be  an  indemnity  plan  that  can  be  offered  at  group  rates 
for  employees,  and  will  retain  its  group  rate  feature,  even  if  there  is  an  employ- 
ment change. 

Possible  Solutions 

Regardless  of  obstacles,  it  is  very  important  for  LTC  insurance  policies  to  be  of- 
fered through  the  employment  setting  or  through  groups.  This  is  a  major  way  in 
which  large  numbers  of  younger  people,  a  market  which  must  be  addressed  by  in- 
surers of  these  policies,  can  be  given  the  opportunity  to  purchase  such  insurance 
at  costs  they  may  be  able  to  afford.  Furthermore,  while  employers  may  have 
legitimate  concerns  about  keeping  their  costs  down,  they  should  be  aware  that  as 
the  population  ages,  employers  will  be  paying  for  the  escalating  costs  of  long-term 
care,  if  not  through  insurance,  then  through  higher  Federal  and  State  taxes  to  sup- 
port Medicaid  and  Medicare  funding.  Other  governmental  approaches,  consider- 
ing the  deficit  could  include  mandating  employers  to  provide  long-term  care  benefits, 
while  offering  few  tax  advantages.  Facing  those  possible  alternatives,  many 
employers  might  well  prefer  to  offer  this  insurance,  particularly  if  incentives  may 
be  offered. 

There  are  a  number  of  ways  in  which  the  barriers  to  employment-related  coverage 
may  be  resolved,  some  of  which  are  beyond  the  control  of  the  Task  Force.  For  ex- 
ample, improving  the  economic  conditions  of  American  corporations,  while  poten- 
tially very  helpful  in  making  employment-related  LTC  insurance  available  cannot 
be  addressed  directly. 

The  following  approaches  would  impact  upon  the  availability  of  group  and 
employer-related  LTC  insurance.  Not  all  of  the  proposals  are  mutually  exclusive — 
more  than  one  may  be  necessary  if  such  coverage  is  to  be  made  more  widely 
available. 

OPTION  1.  Insurance  companies,  associations  of  employers  and  labor  unions  should 
provide  more  information  to  employers  and  workers  about  the  advantages  of  LTC 
insurance. 
Advantages 

1.  Most  employees,  and  probably  most  employers  do  not  know  that  such  policies 
are  available  and  what  their  benefits  are.  Making  them  aware  of  LTC  insurance 
is  an  obvious  first  step. 

2.  It  would  require  no  cost  to  the  Government  or  additional  regulations. 

3.  As  employers  become  more  aware  of  LTC  insurance,  some  are  showing  interest 
in  the  concept  and  others  might  be  expected  to  do  so  in  the  future. 

4.  Even  if  it  did  not  result  in  the  employer  providing  such  insurance,  some 
employees  might  purchase  individual  coverage  based  on  their  new  knowledge. 

Disadvantages 

1.  By  itself,  this  option  would  not  result  in  large  numbers  of  employers  providing 
such  coverage  quickly. 
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OPTION  Ha.  Encourage  employers  to  offer  LTC  insurance  to  their  employees  on 

an  employee  paid  basis. 

Advantages 

1.  This  would  enable  employees  who  desired  such  insurance  to  take  advantage  of 
group  rates. . 

2.  It  would  involve  relatively  little  additional  costs  for  employers  or  the  Government. 

3.  Such  coverage  could  be  issued  as  a  rider  to  existing  health  benefits,  perhaps 
through  cafeteria  plans. 

4.  It  requires  no  governmental  regulations. 
Disadvantages 

1.  It  is  uncertain  whether  many  employees  would  choose  this  coverage  if  they  had 
to  pay  the  full  premium. 

2.  Those  who  would  select  the  coverage  are  likely  to  be  the  sickest,  thus  leading 
to  adverse  selection. 

3.  Because  of  additional  administrative  expenses,  it  is  not  clear  how  many  employers 
would  offer  this  coverage. 

OPTION  lib.  Encourage  the  development  of  models  redesigning  employee  benefits 

to  include  long-term  care  insurance 

Advantages 

1.  Older  employees  might  well  favor  LTC  insurance  over  some  of  the  benefits  cur- 
rently offered  them. 

2.  It  would  not  necessarily  add  to  employer  costs. 

3.  If  done  creatively,  it  could  interest  younger  and  middle  age  employees. 
Disadvantages 

1 .  Depending  on  the  type  of  redesigned  benefit  offered,  employees  might  not  show 
sufficient  interest  to  make  it  worthwhile.  For  example,  many  employees  might 
prefer  current  first  dollar  coverage  rather  than  LTC  insurance  with  added  cost- 
sharing. 

2.  Because  of  previous  court  cases,  benefit  redesign  probably  could  not  be  done 
for  current  retirees. 

3.  Employers  might  be  concerned  that  future  court  decisions  might  require  the  new 
benefits  to  be  vested,  thereby  making  it  very  difficult  to  change  or  eliminate  them 
should  the  need  arise. 

OPTION  III.  Offer  employee-paid  LTC  insurance  as  an  option  under  the  Federal 

Employees  Health  Benefits  Program. 

Advantages 

1.  As  the  Nation's  largest  employer,  the  Federal  government  could  demonstrate 
the  effectiveness  of  using  large  groups  for  offering  LTC  insurance  at  group  rates. 

2.  It  could  lead  to  younger  employees  purchasing  the  insurance  at  relatively  low  cost. 

3.  The  Federal  government  would  not  entail  additional  costs  beyond  administra- 
tion of  the  program. 

4.  It  would  demonstrate  the  Federal  government's  commitment  to  the  concept  of 
LTC  insurance. 

Disadvantages 

1 .  It  is  uncertain  how  many  younger  Federal  employees  would  choose  this  coverage. 

2.  The  least  healthy  Federal  workers  would  be  likely  to  take  this  option,  thus 
resulting  in  adverse  selection. 

OPTION  IVa.  Create  tax  incentives  for  voluntary  pre-funding  such  as  by  repealing 
the  DEFRA  restrictions. 
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Advantages 

1.  Providing  incentives  for  pre-funding  could  give  employers  a  much  greater  in- 
terest in  providing  LTC  insurance  than  currently  exists,  as  it  would  give  employers 
a  more  reasonable  way  to  finance  these  costs. 

2.  If  retiree  benefits  continue  to  be  funded  on  a  pay-as-you-go  basis,  their  costs 
to  employers  could  become  impossible  to  meet. 

3.  Those  companies  in  financial  difficulty  or  those  that  have  a  large  number  of 
retirees  relative  to  the  total  number  of  active  employees  could  be  particularly 
burdened  when  retiree  benefits  become  due.  Pre-funding  would  be  of 
potentially  great  assistance  to  those  companies. 

4.  Pre-funding  makes  benefits  more  secure  than  pay-as-you-go  financing  since  there 
is  a  greater  guarantee  that  money  will  be  available  when  needed. 

5.  Voluntary  approach  gives  employers  the  option  whether  or  not  to  pre-fund. 
Disadvantages 

1.  Any  incentives  will  decrease  Government  revenues  at  a  time  when  the  deficit 
already  is  very  high. 

2.  The  Congress,  having  recently  closed  tax  loopholes,  may  not  want  to  look  at 
this  issue  again. 

3.  Even  prior  to  DEFRA  a  very  small  number  of  companies  chose  to  pre-fund 
employee  health  benefits,  so  it  is  unclear  how  many  would  now  wish  to  do  so, 
regardless  of  the  incentives. 

4.  If  LTC  insurance  is  not  specified  as  a  condition  for  pre-funding,  employers  could 
get  tax  advantages  of  pre-funding  medical  benefits  without  having  to  provide 
LTC  insurance. 

OPTIOM  IVb.  As  a  corollary  to  this  option,  allow  pre-funding  only  for  LTC  insurance. 
This  would  have  the  advantages  of  option  IVa,  and  would  not  lose  nearly  as  much 
revenues.  The  disadvantage  is  that  it  is  very  questionable  whether  many  employers 
would  choose  to  pre-fund  only  LTC  insurance. 

OPTION  IVc.  Require  pre-funding  while  granting  tax  incentives. 
Advantages 

1 .  This  would  give  employers  a  more  reasonable  way  to  finance  the  costs  of  medical 
benefits,  including  LTC  insurance  than  pay-as-you-go  method. 

2.  Pre-funding  would  help  those  employers  in  financially  distressed  industries  keep 
their  obligations  to  their  employees  without  undue  hardship. 

3.  This  would  provide  greater  security  to  employees  than  the  voluntary  approach, 
since  all  employers  offering  the  plan  would  have  to  pre-fund. 

Disadvantages 

1.  Some  employers  might  choose  to  discontinue  their  plans,  rather  than  pre-fund. 

2.  With  more  employers  pre-funding  under  a  mandatory  approach  than  a  volun- 
tary approach,  loss  of  Government  revenues  due  to  the  tax  incentives  would  be 
greater. 

3.  Business  organizations  would  be  expected  to  resist  strongly  the  pre-funding 
requirement. 

OPTIOM  V.  Permit  those  pension  plans  that  are  overfunded  to  use  some  of  the  surplus 

to  pay  for  medical  benefits  such  as  LTC  insurance. 

Advantages 

1 .  Currently,  when  such  plans  are  terminated  the  surplus  frequently  is  used  for  ex- 
pansion of  plant  and  equipment  and  other  business  purposes.  Employees  would 
be  better  protected  if  the  surplus  could  be  used  to  provide  them  medical  benefits. 

2.  It  would  provide  an  additional  source  of  funds  with  little  loss  of  tax  revenues. 
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Disadvantages 

1.  If  not  controlled  carefully,  it  could  lead  to  underfinanced  pension  plans. 

2.  This  would  be  a  temporary  solution  to  one  part  of  the  problem,  and  probably 
would  not  impact  on  many  employers. 

3.  Unlike  pension  funds  under  ERISA,  employee  medical  benefits  are  not 
guaranteed.  Using  this  approach  could  thus  cause  workers  to  be  concerned  about 
the  security  of  both. 

4.  Excess  funds  are  generally  assumed  to  be  the  property  of  the  company,  not  the 
employee. 

Option  VI.  Provide  employers  with  tax  incentives  for  paying  part  or  all  of  the 

premiums  for  their  employees'  LTC  insurance. 

Advantages 

1 .  Some  employers  might  take  advantage  of  the  tax  incentive,  thus  expanding  the 
market  for  LTC  insurance. 

2.  Employees  and  labor  organizations  would  support  this  approach,  since  it  would 
increase  their  benefits  at  no  additional  cost  to  them. 

3.  Since  the  deduction  would  be  limited  to  LTC  insurance  premiums,  it  would  not 
lose  as  much  revenues  as  restoring  the  pre-DEFRA  tax  incentives  for  pre-funding 
medical  benefits. 

Disadvantages 

1.  The  loss  in  Federal  tax  revenues  could  be  substantial,  if  many  employers 
demonstrate  interest. 

2.  Many  employers  might  not  wish  to  pay  the  premiums,  even  with  tax  incentives, 
since  they  would  face  overall  higher  employee  benefit  costs. 

The  portability  issue  is  characterized  by  employer  concerns  with  unpredictable 
costs  versus  employee  involvement  in  benefits  and  rights.  Options  to  implement 
successful  portability  of  long-term  care  insurance  between  jobs  are  described  below: 

OPTION  VII.  Develop  and  enact  legislation  making  health  benefits  including  LTC 
insurance  a  mandatory  vested  right  of  employees.  Such  legislation  could  include 
participation,  vesting  and  funding  standards  that  strike  a  balance  between  the  needs 
of  workers  for  greater  protection  and  those  of  the  employer  not  to  be  encumbered 
with  an  unpredictable  cost. 
Advantages 

1.  LTC  insurance  would  have  some  standardization  and  consistency  in  terms  of 
a  minimum  benefit  plan  that  would  facilitate  portability  and  continuity  so 
employees  would  be  secure  in  benefit  being  available  after  changing  jobs  or 
retiring. 

2.  LTC  insurance  would  be  defined  to  provide  some  predictability  as  to  cost.  This 
would  enable  employers  to  project  their  costs  for  this  benefit  regardless  of  the 
rate  of  turnover. 

3.  Employers  would  know  their  obligations  without  the  uncertainty  caused  by  court 
decisions. 

Disadvantages 

1.  This  approach  is  likely  to  discourage  employers  from  offering  any  medical 
benefits  to  retirees. 

2.  Even  if  they  offered  the  benefit,  employers  might  reduce  or  limit  the  benefits 
because  of  cost. 

3.  It  would  be  difficult  to  define  what  benefits  are  to  be  vested  and  the  length  of 
service  with  the  employer  needed  before  vesting  occurs.  An  important  ancillary 
issue  here  is  that  a  specific  plan  of  medical  benefits  needs  to  be  adjusted  from 
time  to  time  to  reflect  changes  in  the  health  care  environment. 
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4.  There  is  the  need  to  determine  whether  dependents'  benefits  as  well  as  employees' 
benefits  are  to  be  vested. 

5.  The  issues  of  how  the  obligation  would  be  split  among  multiple  employers  of 
a  retired  employee  and  tracking  former  employees  would  create  administrative 
difficulties. 

6.  Projecting  the  cost  of  vesting  could  be  difficult  for  employers  depending  on  the 
level  of  employee  termination.  It  would  be  difficult  to  determine  how  employers 
that  have  plans  with  specified  expiration  dates  or  limit  benefits  in  other  ways 
would  continue  their  plans. 

7.  Coordination  of  multiple  paid  up  policies  would  be  difficult  for  employers. 

OPTION  VIII.  Portability  of  LTC  insurance  would  be  enhanced  if  provision  were  made 
standard  in  employer  policies  that  would  allow  conversion  to  employee  paying  the 
full  premium  during  periods  of  unemployment,  employment  with  an  employer  that 
did  not  offer  LTC  insurance,  or  in  retirement  if  no  employer  was  paying  the  premium 
or  employee  was  not  vested  in  this  benefit.  For  employees  to  be  willing  to  participate 
in  LTC  insurance  plans,  they  must  have  a  reasonable  expectation  of  being  able  to 
continue  their  insurance  coverage  into  retirement  either  at  no  cost  or  at  premiums 
that  reflect  the  fact  that  they  or  their  company  prepaid  some  of  the  risk. 
Advantages 

1.  This  would  afford  the  employee  the  continuity  of  coverage  of  LTC  insurance. 

2.  It  would  not  involve  substantial  costs  to  employers. 

3.  The  policy  would  follow  the  employee,  although  the  payer  of  the  premium  may 
change. 

Disadvantaqes 

1.  A  grace  period  would  have  to  be  established  to  allow  participants  to  make  up 
missed  premium  payments,  so  they  would  not  lose  all  accumulated  entitlement 
to  benefits. 

2.  During  the  self-paying  period,  the  employee  may  develop  a  medical  condition 
that  may  generate  heavy  use  of  covered  services.  Lack  of  appropriate  pre-existing 
condition  clauses  used  to  screen  out  enrollees  in  immediate  need  of  benefits 
may  lead  to  heavy  utilization  of  services. 

OPTION  IX.  Employers  should  be  encouraged  to  initiate  cash  plans  to  make 

payments  to  retirees  in  lieu  of  other  health  benefits. 

Advantages 

1.  If  the  vesting  requirements  were  applied  to  a  specific  plan  of  benefits  provided 
to  retirees  today,  companies  would  be  discouraged  from  offering  a  medical  reim- 
bursement plan.  They  probably  would  opt  for  a  cash  plan,  which  would  make 
payments  toward  premiums  for  a  postretirement  medical  plan.  Providing  a  cash 
plan  solves  an  employer's  high-risk  position  which  exists  in  sponsoring  a  medical 
retirement  plan. 

Disadvantages 

1.  A  cash  plan  creates  an  economic  security  problem  for  retirees,  since  retirees 
absorb  future  increases  and  shifts  in  medical  care  costs  and  changes  in  medical 
care  delivery. 

2.  Some  retirees  may  use  the  cash  for  other  than  health  benefits,  thereby  defeating 
the  purpose  of  the  proposal. 

OPTION  X.  The  insurance  industry  should  be  encouraged  to  develop  LTC  insurance 
products  indemnity  plans  that  could  be  offered  through  employers  at  group  rates, 
and  which  retain  those  group  rates  plus  administrative  costs  should  an  employee 
change  employers,  retire,  or  otherwise  change  employment  status. 
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Advantages 

1 .  Employee  has  a  truly  portable  policy  regardless  of  changed  employment  status. 

2.  Employee  has  the  economic  advantage  of  retaining  a  group  rate  (possibly  with 
administrative  costs)  even  though  he  may  no  longer  be  a  member  of  a  group 
upon  employment  change. 

3.  If  initial  premium  is  paid  by  employer,  that  employer  has  a  predictable  cost  in 
an  indemnity  plan,  unlike  a  cost  reimbursement  plan. 

Disadvantages 

1.  An  indemnity  plan  creates  an  economic  security  problem  for  retirees,  since 

retirees  absorb  future  increases  and  shifts  in  medical  care  costs  and  changes 

in  medical  care  delivery. 

Option  XI.  Enact  legislation  that  would  implement  a  fund  for  LTC  insurance  to  which 
employees  could  make  contributions.  This  would  be  similar  to  the  IRAs  prior  to 
the  Tax  Reform  Act  of  1986.  Thus,  there  would  be  deferred  taxes  on  interest 
generated  by  the  fund  and  contributions  would  be  deductible  up  to  an  annual  max- 
imum limit. 
Advantages 

1.  This  fund  would  guarantee  portability  of  the  benefit  since  the  employee  could 
have  access  to  it  regardless  of  change  in  employment. 

2.  Employers  would  not  have  to  deal  with  a  multitude  of  plans  that  their  employees 
may  have  had  previously. 

Disadvantages 

1 .  Favorable  treatment  of  this  type  of  fund  is  inconsistent  with  congressional  treat- 
ment of  IRAs  in  1986,  and  is  likely  to  generate  considerable  congressional  op- 
position for  that  reason. 

2.  The  loss  of  Federal  revenues  could  be  considerable. 
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LEVEL  OF  CARE,  SERVICE  DEFINITION,  AND  ACCESS  LIMITATIONS 

ISSCIE 

What  framework  for  private  long-term  care  insurance  can  meet  the  needs  of  the  in- 
sured, insurer,  and  state  regulator  for  objectively  determinable,  controllable,  and 
equitable  benefits  and  limitations? 

The  issues  discussed  in  this  paper  address  aspects  of  three  of  the  four  Task  Force's 
charges.  The  appropriate  definition  of  benefits  and  access  limitations  in  long-term  care 
will  increase  the  ability  of  consumers  to  make  informed  choices  and  avoid  duplicative 
coverage,  provide  a  basis  for  determining  premium/benefit  reasonableness,  and  help 
promote  the  development  of  long-term  care  insurance  policies. 

This  paper  addresses  the  level  of  care,  service  definition,  and  management  of  care 
barriers  to  the  development  of  the  market  for  long-term  care  insurance  and  discusses 
appropriate  regulation  by  state  insurance  commissioners  as  an  incentive  to  overcom- 
ing these  barriers. 

PROBLEMS 

1.  Service  definitions  vary  significantly  from  state  to  state,  making  it  impossible  to 
apply  such  terms  consistently  in  policies  marketed  in  more  than  one  state.  Further- 
more, state  insurance  laws  can  mandate  that  all  insurance  policies  purchased  by 
an  individual  in  a  state  reflect  state  service  definitions  and  levels  of  care  regardless 
of  policy  definitions  or  limitations. 

2.  Level  of  care  determinations  for  long-term  care  patients  have  historically  lacked 
objectivity  because  distinctions  have  had  to  be  made  between  service  levels  that 
do  not  match  long-term  needs  and  services. 

3.  Prior  institutionalization  (hospital  or  nursing  home,)  is  frequently  used  to  limit 
eligibility  for  benefits.  While  an  effective  deterrent  to  premature  insurance  utiliza- 
tion, the  prior  institutionalization  requirement  results  in  inconsistent  treatment  of 
equally  debilitated  insured  individuals  who  have  not  been  institutionalized. 

4.  Expanding  long-term  care  insurance  coverage  to  non-institutional  settings  could 
make  long-term  care  insurance  more  attractive  to  consumers.  However,  without  ade- 
quate access  controls,  providing  benefits  for  non-institutionalized  care  could  result 
in  unpredictable  risks  and  unaffordable  premium  levels. 

OBJECTIVES 

1.  To  provide  insurers  with  the  maximum  latitude  for  developing  ranges  of  benefit 
coverage  and  access  limitation,  types  of  insurance,  and  other  proprietary 
mechanisms  that  are  responsive  to  consumer  needs  and  market  influences  rather 
than  arbitrarily  limiting  such  decisions  through  regulation. 

2.  To  provide  an  objective  and  understandable  basis  for  consumers  to  compare  the 
benefits  and  limitations  of  insurance  policies. 

3.  To  provide  a  framework  that  facilitates  the  expansion  of  insurance  coverage  to  non- 
institutional  settings. 

4.  To  encourage  the  continued  provision  of  care  by  family  and  friends  so  that  insurance 
benefits  do  not  replace  existing  informal  caregiving,  i.e.  the  development  of  insurance 
must  address  the  problems  of  moral  hazard  and  induced  demand. 
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5.  To  provide  state  legislatures  and  regulators  an  objective  basis  for  setting  standards, 
approving  policies,  and  protecting  consumers  while  at  the  same  time  encouraging 
the  development  and  marketing  of  innovative,  customer  responsive  private  long- 
term  care  insurance. 

6.  Provide  an  opportunity  for  market  forces  to  shape  insurance  products  independent 
of  concerns  that  have  shaped  the  Medicare  and  Medicaid  programs. 

DISCUSSION 

Level  of  Care/Service  Definition 

The  development,  licensure,  and  regulation  of  nursing  home  services  by  states  has 
been  intrinsically  tied  to  reimbursement  requirements  under  state  Medicaid  programs1 
presenting  a  problem  for  the  development  of  a  framework  of  benefits  under  private  long- 
term  care  insurance.  Insurance  benefits  must  provide  a  rational  basis  for  payments 
separate  from  the  Medicaid  program.  In  discussing  level  of  care  and  service  definitions 
it  is  essential  to  recognize  that  Medicaid  program  considerations  are  largely,  if  not  totally, 
irrelevant  to  private  insurance  benefits. 

Just  as  Social  Security  and  pension  programs  have  different  frameworks  for  the  pay- 
ment of  retirement  benefits  and  county  hospitals  and  health  insurance  have  a  different 
basis  for  payment  of  acute  care  costs,  long-term  care  insurance  needs  a  different 
framework  for  paying  long-term  care  costs  than  the  Medicaid  program.  For  Medicaid, 
the  payment  varies  with  level  of  care  or  case  mix  and  the  issue  is  how  much  services 
does  the  patient  need.  For  long-term  care  indemnity  insurance  the  question  of  the  cost 
of  benefits  is  not  the  cost  of  the  care  provided  the  insured  because  the  amount  paid 
is  generally  fixed  regardless  of  the  service  provided. 

The  indemnity  amount  and  length  of  long-term  care  insurance  payments  are  variables, 
but  they  are  fixed  in  each  policy  at  a  daily  rate  and  a  limit  on  the  number  of  days  for 
which  payment  will  be  made.  The  key  variable  is  when  payments  start.  This  difference 
between  private  insurance  and  Medicaid  must  be  fully  appreciated  if  the  benefit 
framework  of  private  long-term  care  insurance  is  to  be  established  on  a  rational  basis. 

Cinder  existing  long-term  care  insurance  policies,  payments  generally  begin  when  the 
insured  person  enters  a  nursing  home.  The  use  of  level  of  care  criteria  for  reimburse- 
ment eligibility,  however,  would  follow  the  Medicare  model  and  not  provide  for  reim- 
bursement solely  on  the  basis  of  whether  an  insured  individual  is  admitted  to  a  long- 
term  care  facility  or  obtains  a  covered  long-term  care  service.  The  use  of  level  of  care 
or  need  assessment  under  that  circumstance  makes  no  sense  at  all  because  payment 
for  the  service  generally  does  not  vary.  Level  of  care  distinctions  only  make  sense  if 
they  are  used  to  1)  determine  eligibility  for  insurance  payments,  or  2)  determine  the 
amount  of  the  insurance  payment.  This  paper  will  assume  that  the  purpose  for  level 
of  care  and  service  definitions  with  respect  to  long-term  care  insurance  are  for  the  pur- 
pose of  determining  eligibility  for  payment,  not  payment  amount. 

The  immediate  problem  in  designing  benefits  is  that  definitions  of  nursing  home  levels 
of  care  vary  significantly  from  state  to  state.2  Futhermore,  within  the  level  of  care 
framework  it  is  impossible  to  provide  consistent  determinations  of  which  patients  should 
be  treated  at  a  skilled  nursing  facility  (SNF)  or  an  intermediate  care  facility  (ICF)  level.3 
Developing  coherent  level  of  care  definitions  must  not  only  overcome  the  differences 
in  delivery  systems  and  definitions  that  have  developed  from  state  to  state;  they  must 
provide  a  more  reliable  basis  than  Medicaid  reimbursement  models  for  determining  which 
level  of  care  is  appropriate  for  the  individual  patient. 

Ideally,  the  benefit  and  access  structure  of  an  insurance  policy  ought  to  provide 
reasonable  certainty  as  to  which  services  are  covered  for  the  insured.  In  addition,  in- 
surance companies  must  be  able  to  use  the  framework  of  benefits  and  access  limita- 
tions to  control  utilization  rates.  Level  of  care  and  service  definitions  in  long-term  care 
frequently  do  not  provide  enough  certainty  of  when  insurance  coverage  will  begin. 
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Without  sufficient  certainty  as  to  when  coverage  will  start  it  is  impossible  to  compare 
the  coverage  of  different  policies. 

Level  of  care  and  service  definitions  have  not  necessarily  contributed  to  controlling 
government  costs  or  ensuring  appropriate  service  levels.  Quality  of  nursing  home  care 
has  also  become  a  significant  issue.  Thus,  Medicaid  reimbursement  may  well  undergo 
significant  changes  in  order  to  be  more  responsive. 

There  are  several  alternatives  for  establishing  benefits  through  private  insurance.  Each 
has  strengths  and  weaknesses.  To  the  extent  that  states  regulate  insurance  policy  benefits 
there  ought  to  be  as  much  latitude  as  possible  for  insureds  to  select  benefit  structures. 
At  the  same  time  benefits  should  be  so  structured  that  the  purchaser  of  insurance  and 
the  provider  of  care  both  understand  benefits  and  are  reasonably  certain  which  services 
are  covered  and  which  are  excluded. 

Before  discussing  the  alternatives  it  should  be  noted  that  long-term  care  insurance 
may  provide  different  kinds  of  payments.  All  existing  individual  policies  provide  indem- 
nity payments4,  but  there  are  social  HMOs  and  continuing  care  retirement  communities 
that  cover  reasonable  costs.  The  development  of  new  policies  may  well  provide  for  pay- 
ment by  other  than  indemnity  reimbursement. 

It  makes  sense  to  define  level  of  care  only  if  a  different  payment  is  made  by  the  in- 
surance company  related  to  level  of  care  provided  the  insured.  For  those  policies  that 
provide  indemnity  payments,  however,  level  of  care  is  not  a  critical  issue.  For  those 
offering  cost  reimbursement,  differing  payments  on  the  basis  of  level  of  care  may  at 
best  be  illusory.  What  is  critical  is  determining  the  starting  point  of  eligibility  for  the 
benefit. 

In  any  case,  insurance  is  likely  to  be  limited  either  by  the  use  of  indemnity  payments 
or  a  maximum  dollar  amount.  Life  care  communities,  continuing  care  retirement  com- 
munities, and  social  HMOs  which  offer  full  coverage  for  all  long-term  care  needs  will 
have  to  rely  more  heavily  on  management  of  care  and  avoidance  of  covering  high  risk 
elderly  persons  than  benefit  structure  and  access  limitations. 

Alternative:  Policy  defines  benefit 

In  the  absence  of  standard  levels  of  care  and  service  definitions,  one  approach  would 
be  to  require  each  insurer  to  define  the  level  of  care  and  service  to  be  provided  within 
the  insurance  policy.  The  state  insurance  law  and/or  regulations  would  set  some  stan- 
dards on  elements  that  must  be  included  in  the  definition  as  provided  in  a  model  statute 
and  regulations  or  by  developing  standards  that  are  unique  to  a  particular  state.  Beyond 
those  limitations,  the  insurance  company  would  be  free  to  define  the  services  covered 
by  the  policy  benefits  as  they  choose.  This  approach  is  advocated  by  the  industry  ad- 
visory group  to  the  National  Association  of  Insurance  Commissioners.  The  advisory 
group's  reasoning  is  that  insurers  must  develop  their  own  definitions  because  Medicare 
definitions  are  too  restrictive  and  State  definitions  are  too  varied  to  be  equitable.5 

Advantages 

1.  Provides  an  opportunity  to  standardize  coverage  regardless  of  where  the  services 
are  provided  and  policies  can  therefore  be  sold  in  more  than  one  state. 

2.  Optimizes  the  insurance  company's  ability  to  establish  its  risk  exposure  and  con- 
trol utilization  rates. 

3.  Ultimately  one  or  two  policies  are  likely  to  become  industry  leaders  and  establish 
a  norm  for  definitions.  Such  definitions  are  then  likely  to  become  standard  in  most 
policies. 

Disadvantages 

1.  Individual  definitions  can  lead  to  such  a  large  divergence  of  benefit  coverage  as  to 
make  comparison  of  policies  impossible  and  thus  confuse  consumers  unnecessarily. 
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2.  To  the  extent  that  there  are  varying  definitions  of  services  and  levels  of  care  co- 
vered from  one  insurance  policy  to  another,  there  will  be  a  problem  of  determining 
whether  individual  long-term  care  providers  provide  the  level  of  care  defined  in  the 
policy.  The  result  will  be  uncertainty  and  issues  that  will  require  judicial  interpre- 
tation. 

3.  Insurance  companies  may  find  it  difficult  to  enforce  the  limits  of  their  definition. 
Medicaid  programs  have  found  it  difficult  to  match  patients  to  levels  of  care6  result- 
ing in  overutilization  of  services  estimated  to  be  between  10  and  40  percent  nation- 
ally.7 It  is  not  clear  how  insurance  companies  can  define  their  coverage  more 
precisely  using  service  definitions  and  levels  of  care. 

Alternative:  Standardize  definitions 

Cooperative  efforts  of  state  insurance  commissioners,  insurance  companies,  and/or 
long-term  care  providers  could  be  utilized  to  develop  standard  service  definitions  and 
levels  of  care  that  would  minimize  the  variance  between  states  that  has  occurred  in  the 
Medicaid  program.  Even  in  the  absence  of  state  participation  in  the  development  of  the 
definition,  standardizing  the  definitions  used  in  long-term  care  insurance  policies  would 
eliminate  much  of  the  confusion  about  comparability  of  policies. 

Advantages 

1.  The  consumer  and  provider  would  be  more  comfortable  with  standard  definitions. 

2.  Administration  of  insurance  policies  would  be  less  costly  as  case  law  and  practice 
would  evolve  more  quickly  than  with  non-standardized  definitions. 

3.  The  process  of  developing  and  standardizing  definitions  could  lead  to  providers  de- 
veloping services  that  meet  the  standardized  service  and  level  of  care  definitions. 

Disadvantages 

1 .  It  might  prove  difficult  to  get  the  parties  together  and  establish  standard  definitions. 

2.  State  governments  may  not  be  willing  to  define  services  differently  for  long-term 
care  insurance  than  they  define  such  services  for  Medicaid.  The  result  might  be  that 
definitions  included  in  insurance  policies  which  differ  with  Medicaid  level  of  care 
definitions  would  be  significantly  undermined.  Without  state  participation  or  accep- 
tance of  standardized  definitions,  their  use  by  insurers  may  be  limited. 

3.  Defining  levels  of  care  and  matching  patients  to  level  of  care  are  two  different  things. 
Unless  insurance  payments  are  made  on  a  cost  reimbursement  basis,  the  effort  to 
standardize  service  definitions  and  levels  of  care  is  not  worth  the  effort. 

Alternative:  CIsing  a  need  assessment  scale  to  determine  eligibility  for  benefits 

Systems  designed  to  assess  need  for  long-term  care  based  primarily  on  the  measure- 
ment of  ability  to  perform  activities  of  daily  living  have  proven  to  be  highly  reliable  and 
consistent8.  The  use  of  a  need  assessment  system  can  shift  the  basis  for  insurability 
from  an  issue  of  level  of  care  to  an  issue  of  the  extent  to  which  the  insured  person  needs 
long-term  care. 

The  use  of  a  measurement  tool  which  sets  a  standard  for  eligibility  with  reasonable 
accuracy  and  consistency  is  useful  because  long-term  care  insurance  payments  are  gener- 
ally not  made  on  the  basis  of  reimbursing  reasonable  costs.  Rather,  long-term  care  in- 
surance payments  indemnify  the  insured  person  for  a  fixed  amount  of  daily  costs  and 
do  not  vary  with  level  of  care.  To  the  extent  that  a  lower  benefit  is  paid  for  service  in 
a  home  care  setting  under  some  policies,  the  lower  payment  is  intended  to  discourage 
over-utilization  rather  than  differentiate  between  costs  of  service. 

The  Department  of  Health  and  Human  Services  recently  published  an  evaluation  of 
a  national  long-term  care  channeling  demonstration.9  The  selection  of  the  test  and  con- 
trol groups  was  based  on  need  assessment  criteria  and  was  successful  in  identifying  an 
extremely  frail  population.10  The  evaluation  of  the  channeling  demonstration  provides 
an  excellent  basis  for  evaluating  long-term  care  benefit  structures  and  potential 
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utilization  rates  and  access  controls. 

It  should  be  noted  that  there  are  numerous  need  assessment  systems.  Some  state 
governments  are  using  need  assessment  to  reduce  utilization  in  the  Medicaid 
program11  and  report  some  success.  The  systems  may  vary  in  point  values  for  cer- 
tain activities  of  daily  living  or  the  number  of  such  activities  evaluated  but  they  are 
similar  enough  that  the  evaluator  should  be  able  to  apply  any  specific  measurement 
tool.  Thus,  different  insurance  companies  could  use  different  need  assessment  tools 
without  creating  too  great  a  complexity  of  administration.  The  advantage  of  choos- 
ing a  common  system  would  be  that  consumers  could  compare  benefits  of  policies 
more  readily. 

The  use  of  a  need  assessment  system  to  determine  eligibility  for  indemnity  in- 
surance payments  gives  insurers  the  latitude  to  specify  the  level  of  dependency  or 
service  needs  that  the  insured  individual  must  meet  before  benefits  would  be  paid. 
By  measuring  the  number,  life  expectancy,  and  rate  of  institutionalization  of  peo- 
ple with  that  rate  of  dependency,  insurers  could  determine  risk  exposure  with  greater 
accuracy  than  using  the  level  of  care/service  delivery  measures. 

In  addition  to  defining  eligibility  for  indemnity  benefits,  the  use  of  a  need  assess- 
ment system  permits  separate  payment  for  specified  services.  Indemnity  insurance 
payments  leave  to  the  insured  person  (or  the  insured  person's  family)  the  choice 
of  service  setting  and  intensity  of  care.  Long-term  care  insurance  policies  could  be 
marketed  that  would  add  payments  for  specific  services  in  addition  to  the  per  diem 
indemnity  payment.  For  example,  preventive  activities  like  respite  care  that  could 
prevent  or  delay  institutionalization,  or  payments  for  more  costly  services  such  as 
rehabilitation  could  be  added  to  the  basic  indemnity  structure. 

Adding  payment  for  preventive  and  special  services  would  be  responsive  to  mar- 
ketplace factors  such  as  price  and  consumer  interest.  Actuarial  determinations  should 
be  much  more  precise  than  attempting  to  differentiate  payments  by  level  of  care 
placement,  and  managing  payments  to  prevent  premature  utilization  should  prove 
easier  than  managing  level  of  care  placements. 

The  weaknesses  of  using  a  need  assessment  system  to  determine  eligibility  for 
insurance  coverage  should  not  be  minimized.  Any  new  approach  requires  a  level 
of  education  for  those  who  must  apply  the  standards  and  a  degree  of  legal  uncer- 
tainty. Need  assessment  systems  rely  on  observations  of  patients  and  reports  by 
caretakers  about  patients  that  can  raise  questions  of  trustworthiness.  There  might 
well  be  a  tendency  on  the  part  of  assessors  to  avoid  controversy  by  deciding  close 
calls  in  favor  of  the  insured.12 

Any  system  can  be  manipulated  to  some  extent,  and  the  need  assessment  sys- 
tem, since  it  relies  on  observation  and  reports  from  interested  parties  is  no  excep- 
tion. At  the  same  time,  if  the  severity  of  need  is  fairly  high  in  order  to  be  eligible 
for  benefits,  and  the  assessors  receive  some  training,  the  likelihood  of  serious  dis- 
tortion should  be  low  if  the  need  assessment  experience  of  the  channeling  demon- 
stration cited  above  is  to  be  believed.  In  determining  how  reliable  a  need  assessment 
approach  to  eligibility  is,  the  question  is  not  so  much  whether  it  is  exact  and  unim- 
peachable, but  rather  whether  it  is  significantly  more  reliable  and  unimpeachable 
than  the  level  of  need  and  service  definition  framework  now  in  use. 

Advantages 

1.  Provides  an  objective  basis  for  determining  eligibility  for  benefits  and  avoids  the 
necessity  of  determining  the  service  to  be  provided  and  the  level  of  care  needed. 
The  establishment  of  necessity  and  the  insured  person's  own  selection  of  a  service 
setting  are  a  more  effective  means  of  arriving  at  appropriate  care.  The  absence  of 
a  differential  in  indemnity  payment  clearly  makes  such  determinations  unnecessary. 
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2.  Provides  a  basis  of  comparing  insurance  coverage  and  a  basis  for  the  insurer  to  es- 
tablish risk  exposure.  Insurers  can,  with  some  degree  of  accuracy  select  the  level 
of  dependency  of  individuals  who  will  receive  benefits.  By  comparing  benefit  eligi- 
bility with  dependency  levels  of  people  in  nursing  homes  and  other  variables,  the 
likelihood  of  benefits  being  paid  can  be  predicted. 

3.  Gse  of  need  assessment  as  a  basis  for  insurance  benefit  eligibility  instead  of  level 
of  care  and  service  determinations  makes  it  possible  to  avoid  conflicting  definitions 
between  insurance  and  a  State's  Medicaid  program. 

4.  For  those  insurers  who  want  to  expand  coverage  to  settings  other  than  nursing  home 
care,  the  use  of  needs  assessments  ensures  that  the  insured  person  is  equally  in 
need  of  care  whether  in  an  institution,  at  home,  or  in  a  community  service  setting. 
While  the  expansion  of  service  settings  covered  is  likely  to  lead  to  an  expansion 
of  insurance  utilization,13  the  additional  users  will  not  be  less  in  need  of  care.  The 
use  of  access  limitations  and  incentives  to  utilize  informal  care  alternatives  are  still 
a  necessary  component  of  long-term  care  insurance  whether  level  of  care  or  need 
assessment  is  the  basis  for  benefit  eligibility. 

Disadvantages 

1.  There  is  no  single  needs  assessment  system  and  the  use  of  different  systems  could 
make  comparing  policies  difficult  but  comparisons  between  models  can  be  made. 

2.  There  are  special  populations  like  Altzheimer  patients,  for  whom  the  needs  assess- 
ment system  designed  to  be  applied  to  patients  with  non-dementia  illnesses  may 
not  be  completely  appropriate.  Dementia  patients  often  score  high  on  scales  which 
measure  loss  of  ability  to  perform  activities  of  daily  living,  but  their  deficiencies 
are  sporadic  rather  than  chronic.14  It  might  be  useful  and  more  accurate  to  add  a 
measure  of  behavioral  dysfunction.  Such  measures,  while  they  exist,  do  not  have 
the  degree  of  reliability  that  activities  of  daily  living  measures  demonstrate.15  Fur- 
thermore, behavior  is  generally  described  by  third  party  caretakers  that  have  an  in- 
terest in  qualifying  the  insured  for  benefits. 

Access  Limitations 

Control  of  long-term  care  insurance  utilization  is  not  just  a  matter  of  restricting  benefits. 
Access  limitations  range  from  a  requirement  for  prior  institutionalization  management 
of  care,  elimination  periods  and  what  amounts  to  significant  deductibles  through  the 
use  of  indemnity  payments. 

The  major  limitation  on  access  to  long-term  care  insurance  benefits  is  the  imposition 
of  a  3-day  prior  hospital  stay  for  nursing  home  benefits  or  a  prior  nursing  home  stay 
for  home  health  care  benefits.  The  3-day  prior  hospital  stay  requirement  was  established 
by  the  Medicare  program  which  is  primarily  an  acute  care  insurance  program.  Stepping 
a  patient  down  from  an  acute  care  setting  to  less  expensive  care  in  a  nursing  home  was 
intended  to  reduce  Medicare  costs.  At  the  same  time,  the  3-day  prior  hospital  stay  re- 
quirement was  imposed  to  avoid  increased  utilization  of  skilled  nursing  facilities. 

The  industry  advisory  group  report  to  the  NAIC16  (copies  of  which  will  be  provided 
to  members  of  the  Task  Force)  contains  information  on  the  3-day  requirement  which 
supports  the  position  that  the  requirement  does  not  lead  to  hospital  admissions  in  ord- 
er to  qualify  for  nursing  home  care.  The  advisory  group's  report  concludes  that,  in  the 
absence  of  some  effective  loss  control  mechanism,  prior  institutionalization  "acts  as 
an  effective  deterrent  to  premature  election  of  the  institutional  alternative.  .  .  ."17 

It  is  not  clear  how  effective  a  limitation  the  3-day  prior  hospital  stay  is.  Recent  data 
estimates  that  between  75  and  80  percent  of  nursing  home  admissions  follow  at  least 
a  3-day  prior  hospitalization.18  However,  actuaries  are  convinced  that  in  the  absence 
of  the  hospitalization  requirement,  premiums  would  have  to  reflect  a  significantly  higher 
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utilization.  Ron  Hagen,  Director  of  Insurance  Programs  for  the  American  Association 
of  Retired  Persons,  estimates  that  premiums  would  have  to  be  10-1 1  percent  higher.19 

Those  who  object  to  the  3-day  prior  hospital  stay  requirement  point  out  that  there 
are  likely  to  be  insured  persons  who  are  equally  or  more  ill  but  who  have  not  been 
hospitalized.  The  prior  hospitalization  requirement  acts  as  an  arbitrary  bar  to  coverage 
that  discourages  consumers  from  buying  insurance.  Furthermore,  one  of  the  findings 
of  the  national  long-term  care  channeling  demonstration  project,  which  selected  a  frail 
group  for  its  study  using  need  assessment  criteria,  was  that  while  the  targeting  did  not 
identify  a  population  at  high  risk  of  nursing  home  placement,  the  channeling  group  was 
frequently  hospitalized  and  made  heavy  use  of  physicians  and  other  medical  services.20 
It  is  therefore  possible,  that  if  need  assessment  was  used  as  a  basis  for  insurance  benefits, 
a  prior  hospitalization  requirement  would  not  necessarily  prevent  insurance  utilization. 

Following  are  several  advantages  and  disadvantages  of  requiring  a  3-day  prior  hospital 
stay: 

Advantages 

1.  It  is  an  established  standard  in  the  Medicare  program  and  provides  strong  evidence 
of  medical  need. 

2.  Long-term  care  insurance  premiums  might  be  prohibitively  expensive  without  re- 
quiring a  prior  hospitalization. 

3.  Access  to  non-institutionalized  care  would  be  even  less  controllable  without  a  re- 
quirement for  a  prior  hospitalization  or  nursing  home  stay. 

4.  Federal  legislation  has  encouraged  the  Medicare  program  to  move  away  from  the 
3-day  prior  hospitalization  requirement  if  an  alternative  access  control  can  be  found 
which  controls  costs  equally  well,  but  no  alternative  has  been  found. 

5.  Even  assuming  an  effective  control  on  utilization  can  be  found  to  replace  the  prior 
hospitalization  requirement,  until  it  is  tested  insurers  may  want  to  continue  using 
existing  controls. 

Disadvantages 

1.  The  prior  hospitalization/nursing  home  stay  requirement  is  arbitrary.  Insured  per- 
sons who  are  equally  in  need  of  care  are  barred  from  insurance  benefits  which  ought 
to  treat  similarly  situated  persons  equally. 

2.  The  prior  hospitalization  requirement  may  discourage  purchase  of  long-term  care 
insurance. 

3.  The  utilization  of  need  assessment  tools,  relatively  high  deductibles  and/or  coin- 
surance, and  incorporation  of  case  management  may  be  equally  or  more  effective 
in  encouraging  appropriate  utilization  of  long-term  care  insurance. 

WHAT  OTHERS  HAVE  SAID 

Health  Insurance  Association  of  America 

HIAA  supports  service  definitions  and  level  of  care  definitions  as  defined  in  individual 
insurance  policies  governed  by  state  statutes  that  provide  some  minimum  requirements 
for  some  definitions.  Their  position  is  embodied  in  the  model  regulations  developed 
by  the  industry  advisory  committee  to  the  National  Association  of  Insurance  Commis- 
sioners. Their  position  is  one  of  support  for  permitting  a  3-day  prior  hospital  stay  re- 
quirement in  long-term  care  insurance  policies  although  insurance  companies  should 
be  permitted  to  experiment  with  other  access  controls. 

National  Association  of  Insurance  Commissioners 

The  NAIC  has  accepted  the  recommendations  of  the  industry  advisory  group  with  some 
changes.  No  change  has  been  recommended  on  benefit  definitions.  With  respect  to  the 
3-day  prior  stay  requirement  the  issue  is  not  whether  that  limitation  should  be  per- 
mitted but  the  length  of  time  after  hospitalization  the  insured  can  enter  a  nursing  home. 
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American  Health  Care  Association 

AHCA  opposes  the  3-day  prior  hospital  stay.  The  problem  often  arises  in  changing 
a  patient's  status  from  intermediate  care  to  the  more  costly  skilled  nursing  care  without 
first  moving  a  patient  to  an  acute  care  setting. 

American  Association  of  Homes  for  the  Aged 

Barriers  to  appropriate  reimbursement  under  the  level  of  care  framework  support  the 
need  to  move  to  a  more  resident  centered  measure  defining  eligibility  for  service  based 
on  individual  need  and  service  intensity.  Use  of  need  assessment  is  supported  as  con- 
tributing to  the  development  of  more  equitable  and  meaningful  long-term  care  insurance 
policies,  but  does  not  go  far  enough.  There  must  be  equitable  reimbursement  based 
on  service  intensity.  AAHA  opposes  the  three-day  prior  institutionalization  requirement 
and  would  encourage  the  insurance  industry  to  develop  alternative  risk  control 
mechanisms  to  eliminate  the  three-day  prior  stay  as  a  proxy  for  medical  need.  AAHA, 
however,  would  not  recommend  that  states  prohibit  insurance  companies  from  using 
the  three-day  prior  institutionalization  requirement. 

Discussion  of  level  of  care/service  definition  and  access  limitations  in  other  task  force 
reports 

Sally  Coberly,  Financing  Long-Term  Health  Care  Expenses  of  the  Elderly:  The  Role 
of  Private  Long-Term  Care  Insurance,  a  Report  prepared  for  the  California  Assembly 
Special  Committee  on  Medi-Cal  Oversight,  January  1986.  Intermediate  and  custodial 
care  seem  to  be  the  most  difficult  levels  of  care  to  define  as  a  result  of  definitional  varia- 
tions from  state  to  state,  (p.  9)  Levels  of  care  do  not  appear  to  accomplish  their  intend- 
ed purpose  of  clarification  and  introduce  confusion  which  is  particularly  bothersome 
when  length  of  coverage  or  amount  of  payment  depends  on  level  of  care.  (p.  9)  (It  should 
be  noted  that  in  California  almost  all  nursing  home  care  is  in  skilled  nursing  facilities.) 
A  prior  hospitalization  is  probably  unnecessary  if  a  90  day  waiting  period  is  required 
although  consumers  prefer  shorter  waiting  periods  at  a  higher  price,  (p.  13) 

James  Knickman,  et.  al.,  Private  Financing  of  Long  Term  Care:  Current  Methods 
and  Resources,  Phase  I  Final  Report  of  SRI  International,  March  1986.  Without  a  re- 
quirement for  a  nursing  home  stay  or  other  measurable  standard  for  defining  eligibili- 
ty, long-term  care  insurance  coverage  would  be  costly,  (p.  31)  Use  of  substantial  deduc- 
tibles and/or  coinsurance,  marketing  long-term  care  insurance  exclusively  through 
Medicare  supplementary  policies,  and  incorporation  of  case  management  and  channel- 
ing concepts  are  possible  approaches  to  limiting  coverage,  (p.  31) 

Lawrence  J.  Kirsch  and  Donna  Gruverman,  Regulating  Long  Term  Care  Insurance 
in  Massachusetts:  Final  Report  and  Recommendations  to  Insurance  Commissioner 
Peter  Hiam,  June  1986.  Two  alternative  benefit  approaches  are  to  (1)  require  coverage 
of  skilled  and  intermediate  nursing  home  with  the  insurer  free  to  offer  optional  coverage 
beyond  that,  and  (2)  provide  not  minimum  range  of  benefits  but  set  minimum  standards 
for  benefits  that  are  offered,  (p.  6)  As  part  of  its  regulation  of  long-term  care  insurance, 
the  Massachusetts  Insurance  Commissioner  should  set  forth  standard  definitions  of  skill- 
ed, intermediate,  and  other  levels  of  care.  (p.  5) 
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FINANCING  OF  LONG-TERM  CARE 

This  paper  describes  several  mechanisms  which  may  be  used  for  financing  long-term 
care  services  or  financing  and  delivering  long-term  care  services.  These  mechanisms 
are  not  exhaustive,  but  are  offered  as  distinct  approaches  that  are:  1)  paying  for  long- 
term  care,  2)  being  tested  as  a  potential  vehicle  to  finance  or  finance  and  deliver  long- 
term  care,  or  3)  have  the  potential  to  finance  or  deliver  long-term  care  services 

I.    ALTERNATIVE  FINANCING  MECHANISMS 

A.    AUTOMOBILE  LIABILITY  INSURANCE 

Automobile  accidents  are  a  major  cause  of  injuries  that  result  in  a  need  for 
long-term  care  services.  The  All-Industry  Research  Advisory  Council  (AIRAC), 
of  the  property-casualty  insurance  industry  initiated  its  study  of  the  long-term 
prospects  of  individuals  who  had  sustained  very  serious  auto  injuries  in  1978 
following  enactment  of  no-fault  auto  insurance  laws  in  16  States.  These  laws 
extended  tort  liability  to  a  number  of  serious  injuries  not  previously  covered 
by  auto  insurance.  They  also  changed  the  way  claims  were  handled  from  a 
one-time  payment  for  all  damages  to  keeping  the  claim  open  and  continuing 
to  make  payments  as  long  as  medical  and  other  expenses  are  incurred  or 
benefits  are  exhausted. 

Michigan,  Pennsylvania,  and  New  Jersey  no-fault  laws  provided  that  medi- 
cal and  rehabilitation  benefits  shall  be  available  to  accident  victims  and  be 
unlimited  in  duration  or  amount.  Claims  made  under  these  laws  involved  young 
adults  with  permanent  impairments  and  long  life  expectancies.  In  early  1978, 
some  leading  auto  insurers  in  these  States  were  asked  to  provide  information 
on  the  no-fault  "personal  injury  protection"  (PIP)  claims  as  of  December  31, 
1977,  in  which  the  total  costs  were  expected  to  equal  or  exceed  $100, 000. l 
Sixty  percent  of  the  cases  reported  were  considered  to  have  sustained  perma- 
nent and  total  disability.  Approximately  80  percent  of  the  seriously  injured 
persons  were  living  at  home.  About  15  percent  of  the  claimants  were  living 
in  institutions  and  about  5  percent  were  hospitalized  or  living  in  rehabilita- 
tion centers,2  with  about  16  percent  of  the  claims  expected  to  generate  eco- 
nomic losses  of  more  than  $500,000  each.3 

Automobile  liability  insurance  represents  an  equitable  method  of  spread- 
ing the  costs  of  the  projected  need  for  long-term  care  services  for  victims  of 
serious  automobile  accidents  across  all  drivers  and  requiring  automobile  own- 
ers to  share  in  the  costs  of  those  accidents  through  insurance  is  an  appropri- 
ate response  to  a  serious  social  problem.  The  cost  of  that  insurance  need  not 
be  high,  if  deductibles  are  set  at  levels  that  exclude  noncatastrophic  injuries 
and  coverage  is  restricted  to  services  provided  only  in  connection  with  ac- 
cidents.4 

The  coverage  of  long-term  care  costs  by  liability  insurers  wherever  possi- 
ble can  help  reduce  long-term  care  insurance  premiums  since  the  costs  of  the 
insured  event  would  be  allocated  to  non-long-term  care  insurance  carriers. 
Coverage  for  long-term  care  needs  by  auto  insurers  would  also  account  for 
a  significant  portion  of  the  long-term  care  services  provided  to  the  popula- 
tion under  65  years  of  age. 
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B.  WORKERS'  COMPENSATION 

Under  the  workers'  compensation  program,  workers  have  a  right  to  have  any 
service  covered  that  is  deemed  necessary  in  the  treatment  of  a  workplace  related 
injury  or  disease.  Workers'  compensation  provides  coverage  for  all  injuries  and 
diseases  caused  in  the  workplace  setting.  It  is  first  dollar  coverage  with  no 
deductible,  no  coinsurance,  and  with  no  dollar  limits  in  most  States. 

Workers'  compensation  program  provides  long-term  care  and  rehabilitation 
coverage  for  workers  who  are  either  injured  at  the  workplace  setting  or  con- 
tract a  disease  at  the  workplace  setting  and  should  not  activate  an  individual 
worker's  long-term  care  insurance  policy.  The  compensation  for  these  services 
is  the  total  liability  of  workers'  compensation,  since  the  injuries  or  disease  were 
caused  by  the  working  arena.  This  approach  has  internalized  the  costs  of  needed 
long-term  care  services  within  the  system  that  generated  the  need  for  these 
services. 

C.  HOME  EQUITY  CONVERSION 

The  equity  in  one's  home  can  be  a  source  of  funds  for  long-term  care  financ- 
ing. According  to  the  1983  Annual  Housing  Survey  nearly  three  quarters  of 
elderly  headed  homes  are  owner  occupied.  About  18  million  elderly  people 
live  in  13  million  homes  that  they  now  own.  Five  out  of  six  homes  are  owned 
free  and  clear,  without  any  outstanding  mortgage.  For  the  majority  of  these 
homeowners,  the  equity  they  have  accumulated  in  their  homes  represents  their 
single  largest  asset,  their  major  lifetime  investment,  and  the  bulk  of  the  estate 
they  have  to  leave  their  children  The  average  equity  per  home  is  approximate- 
ly $54,700  (U.S.  Census  1986)  and  totals  more  than  $600  billion.5 

A  study  of  the  Annual  Housing  Survey  of  1977  by  Bruce  Jacobs,  showed 
that  one-fourth  of  all  low-income  elderly  homeowners  could  raise  their  incomes 
above  the  poverty  level  by  drawing  upon  the  equity  in  their  homes  and  two- 
fifths  of  low-income  homeowners  over  the  age  of  75  could  use  home  equity 
to  raise  their  monthly  incomes  above  the  poverty  line.  For  these  elderly,  home 
equity  could  be  used  to  meet  primary  monthly  expenses  but  could  cause  a  loss 
of  public  assistance. 

A  subsequent  analysis  by  Jacobs  and  Weissart  found  that  substantial  per- 
centages of  older  homeowners  could  purchase  in-home  health  care  services 
and  long-term  care  insurance  through  a  currently  available  long-term  home 
equity  conversion  instrument.6 

Elderly  homeowners  could  be  helped  by  some  method  of  home  equity  con- 
version that  allows  them  to  draw  upon  the  asset  represented  by  their  home's 
value  (equityy)  without  moving  elsewhere  and  by  permitting  deferred  repay- 
ment. This  financial  mechanism  is  "home  equity  conversion. "For  long-term 
care  purposes,  the  most  frequently  mentioned  types  of  home  equity  conver- 
sion are  reverse  annuity  mortgages  (RAM)  and  sale-leaseback  arrangements. 
The  RAM  is  a  loan  against  the  equity  in  a  home,  with  the  proceeds  paid  to  the 
borrower  in  monthly  installments,  usually  over  a  fixed  period  of  time.  Upon 
maturity,  the  loan  must  be  repaid  or  renegotiated.  In  a  sale-leaseback  arrange- 
ment, home  owners  sell  their  homes  to  an  investor  for  a  discounted  price.  The 
seller  is  guaranteed  the  right  of  lifetime  occupancy.  The  investor  takes  over 
all  responsibility  for  taxes  and  maintenance.  When  the  seller  dies,  the  investor 
takes  full  possession  of  the  home.7 

Home  equity  conversion  plans  are  generally  not  suitable  to  pay  directly  for 
extended  nursing  home  care  which  averages  $22,000  per  year.  However,  there 
seems  to  be  potential  for  home  equity  conversion  plans  to  finance  the  purchase 
of  long-term  care  insurance. 
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Home  equity  conversion  could  help  fill  some  of  the  gaps  in  long-term  care 
financing.  The  major  reason  is  that  those  demographic  characteristics  associat- 
ed with  the  opportunity  to  convert  home  equity  (i.e.,  being  single  or  quite  old) 
corollate  with  high  probability  indicators  of  the  need  for  long-term  care.  Those 
who  are  alone  or  at  very  old  age  are  most  likely  to  need  assistance  in  their 
activities  of  daily  living,  which  in  turn  increases  their  likelihood  of  institution- 
alization. 

Researchers  have  estimated  that  a  large  proportion  of  those  65  and  over  could 
use  some  of  the  equity  in  their  homes  to  help  finance  long-term  health  care 
insurance.  By  restricting  homeowner  financing  to  no  more  than  two-thirds  of 
the  potential  reverse  mortgage  payment  and  one-quarter  of  discretionary  in- 
come, it  was  still  found  that  more  than  one-half  of  elderly  homeowners  could 
buy  long-term  care  insurance.  Participants  would  be  able  to  stay  in  their  homes 
as  long  as  they  were  physically  and  mentally  able.  Those  who  used  reverse  mort- 
gage payments  to  finance  long-term  care  insurance  would  be  protected  against 
the  tremendous  costs  of  a  possible  lengthy  nursing  home  stay  at  least  until 
the  equity  payments  run  out.8 

Researchers  used  the  prototype  long-term  care  insurance  policy  that  was  de- 
veloped at  the  National  Center  for  Health  Services  Research  to  assess  the  poten- 
tial of  using  home  equity  to  pay  for  long-term  care.  The  premium  for  this  policy 
would  remain  fixed  based  on  age  at  purchase.  Separate  policies  would  be  pur- 
chased for  both  husband  and  wife  where  both  are  living.9 

Fifty-seven  percent  of  elderly  homeowners  could  pay  the  premium  for  this 
prototype  long-term  care  insurance  policy  with  the  proceeds  from  their  reverse 
mortgages.  One-third  could  do  so  with  one-half  their  payment  or  less.  There 
are  significant  differences  between  singles'  and  couples'  capacity  to  finance 
insurance  using  home  equity,  with  more  than  three  quarters  of  the  singles  able 
to  afford  it  compared  with  one-third  of  the  couples.  In  all  subgroups  of  single 
elderly  homeowners,  large  numbers  could  pay  for  insurance  coverage  and  still 
have  most  of  their  equity  available  for  other  purposes.  Though  most  couples 
could  not  finance  long-term  care  insurance  using  only  their  reverse  mortgage 
payment  earlier  research  indicates  that  many  couples  have  enough  discretion- 
ary income  to  help  meet  these  needs.10 

Analysis  of  the  results  from  these  models  seems  to  indicate  that  the  range 
of  people  that  can  benefit  from  home  equity  conversion  may  be  narrow.  Mid- 
dle class  persons  who  cannot  qualify  for  Medicaid  may  find  this  alternative  better 
than  outright  sale. 

What  Others  Have  Said 

The  National  Center  for  Home  Equity  Conversion  prepared  a  report  for  the 
Minnesota  Housing  Finance  Agency  supporting  development  of  a  private  long- 
term  care  insurance  market  in  Minnesota  by  1)  creating  incentives  within  the 
Medicaid  system  for  the  purchase  of  long-term  care  insurance;  2)  defining  a 
standard  for  long-term  care  insurance  policies  related  to  home  equity  conver- 
sion; 3)  supporting  the  development  of  reverse  mortgages  that  are  compatible 
with  the  purchase  of  long-term  care  insurance;  and  4)  supporting  consumer 
education,  information,  and  counseling  on  long-term  care  and  home  equity 
conversion.11 

The  report  also  stated  that  the  State  should  seek  Federal  approval  to  alter 
the  structure  of  incentives  within  its  medical  assistance  program  to  encourage 
the  purchase  of  long-term  care  insurance  by  individuals,  and  to  recognize  the 
likelihood  of  reduced  State  Medicaid  costs  when  individuals  are  covered  by 
long-term  care  insurance,  The  strong  desire  of  older  persons  to  conserve 
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resources  (including  home  equity)  should  be  the  basis  of  positive  incentives 
for  purchasing  insurance  against  long-term  care  costs  that  could  exhaust  those 
resources.  Instead  of  tempting  homeowners  to  transfer  all  or  shelter  some  of 
their  equity,  or  risk  losing  substantial  equity  to  pay  for  long-term  care  serv- 
ices, public  policy  should  actively  promote  a  new  risk-pooling  alternative  ac- 
cording to  the  study.12 

The  Minnesota  proposal  goes  on  to  say  that  for  persons  who  purchase  a  long- 
term  care  insurance  policy  that  meets  State  standards,  the  State  could  agree 
to:  1)  waive  its  estate  recovery  rights;  2)  remove  the  requirement  that  homes 
be  sold  or  rented;  3)  permit  the  retention  of  all  proceeds  from  voluntary  sales 
or  rentals;  and  4)  disregard  for  Medicaid  eligibility  purposes  an  amount  of 
liquid  assets  equal  to  the  average  or  actual  expenditure  on  approved  long-term 
care  insurance.13 

Minnesota  would  benefit  as  more  persons  purchase  long-term  care  insurance, 
thus  reducing  the  number  of  Medicaid  recipients,  and  the  amount  of  Medicaid 
support  for  insured  persons  who  still  become  Medicaid  eligible.  The  market 
for  long-term  care  insurance  would  supposedly  be  strengthened  due  to  an  en- 
hanced product  (in  the  form  of  added  estate  protection  through  State  incen- 
tives), a  more  risk-aware  consumer  population  (through  education  and 
information  activities),  and  greater  affordability  (through  reverse  mortgage 
financing). 

An  important  issue  to  consider  in  this  Minnesota  proposal  is  why  should 
Government  give  up  revenues  for  people  who  are  middle  class.  The  situation 
is  different  for  Medicaid  eligibles.  This  proposal  encourages  the  State  to  help 
many  middle  class  people  because  a  few  people  who  may  qualify  for  Medicaid 
by  spending  down  may  end  up  on  Medicaid.  The  danger  here  is  "substituting" 
State  revenues  for  private  revenues. 

To  assure  the  availability  of  reverse  mortgage  financing  that  is  compatible 
with  the  purchase  of  long-term  care  insurance,  the  National  Center  for  Home 
Equity  Conversion  proposed  that  Minnesota  establish  a  State  program  to 
guarantee  long-term  reverse  mortgages  through  insurance  or  by  a  State  pur- 
chase program.14 

According  to  the  National  Center  for  Home  Equity  Conversion  there  is  a  draft 
bill  prepared  for  introduction  in  Congress  that  authorizes  a  demonstration  pro- 
gram that  would  insure  2,000  reverse  mortgages  under  the  Federal  Housing 
Administration  (FHA)  similar  to  the  role  FHA  plays  in  insuring  conventional 
mortgages  The  bill  will  be  introduced  as  part  of  an  appropriate  banking  bill.15 

At  this  time  there  are  six  States  (two  other  States  are  considering  this  type 
of  program)  with  private  reverse  mortgage  insurance  programs  and  two  States, 
soon  to  be  three  States,  with  State  sponsored  reverse  mortgage  insurance 
programs. 

The  Brookings  Institution/ICF  Long-Term  Care  Financing  Model  for  identify- 
ing financing  and  organizational  options  for  long-term  care  reform  considered 
home  equity  conversion  as  a  possible  alternative.  The  major  assumptions  made 
with  reference  to  home  equity  conversions  were  that  all  individuals  and  mar- 
ried couples  with  $25,000  or  more  in  home  equity  would  take  out  a  home  eq- 
uity loan  at  age  75  and  repayment  of  the  loan  would  be  postponed  until  after 
death  and  all  appreciation  on  the  home  would  accrue  to  the  mortgage 
company.16 

The  Brookings  Institution/ICF  Model  concluded  that  63.3  percent  of  the 
elderly  with  private  sector  options  for  the  purchase  of  long-term  care  insur- 
ance between  the  years  2016  and  2020  would  have  $25,000  in  home  equity.17 
The  model  also  showed  that  Medicaid  nursing  home  expenditures  would  rise 
from  $46.2  billion  to  $47.1  billion  (2  percent)  between  2016  and  2020  if  home 
equity  conversions  were  widely  utilized.18  In  addition,  the  model  projects  that 


the  number  of  Medicaid  patients  would  increase  by  2.4  million  patients  or  2.4 
percent  due  to  the  number  of  people  using  home  equity  conversion.19 

The  inferences  drawn  from  this  data  seem  to  indicate  that  as  the  funds  be- 
come available  from  home  equity  conversion  payments  people  would  be  utiliz- 
ing them  for  other  purposes  than  to  pay  for  long-term  care  needs  or  for 
long-term  care  insurance,  thereby  compelling  these  people  to  resort  to  Medicaid 
for  health  care  when  their  equity  has  been  depleted  and  funds  and  housing  are 
no  longer  available. 

To  make  home  equity  conversion  a  viable  option  for  elderly  homeowners 
there  needs  to  be  a  volume  of  home  equity  conversion  transactions  to  allow 
risk  pooling.  The  public  needs  to  be  educated  on  home  equity  conversion  to 
create  consumer  demand.  Volume  and  demand  for  home  equity  conversion 
would  provide  a  base  for  actuarial  assumptions.  Potential  consumers  must  have 
complete  and  detailed  information  about  these  plans  and  access  to  competent 
legal  advice  and  financial  counseling.  Investors  need  the  availability  of  mort- 
gage insurance  and  a  secondary  market  to  allow  these  lenders  to  sell  the  loans 
to  other  investors  and  relieve  themselves  of  the  continued  financial  responsi- 
bility for  them. 

Advantages  of  Home  Equity  Conversion 

1.  Home  equity  conversion  provides  a  cash  resource  by  which  the  elderly  can 
address  long-term  care  needs  by  either  buying  long-term  care  insurance  or 
through  direct  payment. 

2.  Payment  for  home  care  needs  is  economically  feasible  with  expected  lev- 
els of  home  equity  conversion  income. 

3.  Home  equity  conversion  provides  a  means  for  the  elderly  to  preserve  their 
independence. 

4.  Home  equity  conversion  provides  an  alternative  to  the  elderly  to  remain  in 
their  homes  and  in  addition,  to  have  access  to  the  equity  they  have  de- 
veloped. 

5.  Elderly  homeowners  have  complete  decision  making  power  in  the  use  of 
proceeds  from  home  equity  conversion. 

Disadvantages  of  Home  Equity  Conversion  Mechanisms 

1.  Elderly  homeowners  may  not  choose  to  use  proceeds  from  home  equity 
conversion  for  long-term  care  insurance. 

2.  Borrowing  money  is  not  consistent  with  the  fiscal  philosophy  of  the  elderly 
who  have  a  Depression  Era  mentality  and  were  conditioned  to  save  and  avoid 
debt. 

In  addition,  the  elderly  on  fixed  incomes,  must  preserve  their  assets  be- 
cause they  cannot  replace  them  as  they  could  during  their  working  years. 
Once  they  are  spent  they  cannot  be  replaced. 

3.  Banks  and  other  investors  are  apprehensive  of  negative  publicity  that  would 
result  from  foreclosures  on  elderly  homeowners  who  refuse  to  sell  their 
homes  when  fixed-term  mortgages  reach  maturity. 

4.  Home  equity  conversion  plans  are  complicated  legal  documents  which  are 
difficult  for  elderly  consumers  to  comprehend  without  competent  and  costly 
legal  and  financial  advice.  Potential  for  market  abuse  is  high. 

5.  There  is  a  lack  of  a  secondary  market  for  reverse  annuity  mortgages  and 
deferred  payment  loans,  which  would  allow  lenders  to  sell  the  loans  to  in- 
vestors and  relieve  themselves  of  the  continued  financial  responsibility. 

6.  The  lack  of  mortgage  insurance  also  makes  reverse  mortgages  a  less  at- 
tractive investment  for  secondary  market  purchase. 
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7.  It  has  been  difficult  to  find  older  homeowners  willing  to  take  risks  inherent 
in  something  so  new. 

8.  Lenders  are  concerned  with  the  uncertainty  of  mortality  risks  and  fear  that 
some  older  people  will  outlive  their  home  equity.  They  are  also  concerned 
that  heirs  will  contest  the  sale  of  the  home  to  pay  off  the  loan. 

9.  In  a  reverse  mortgage  an  individual  might  outline  the  term  of  the  reverse 
mortgage  and  be  without  home  and  income. 

D.  LIFE  INSURANCE 

Life  insurance  products  are  asset  accumulation  vehicles  capable  of  helping 
to  finance  long-term  care.  The  cash  or  loan  values  available  under  life  policies 
could  be  used  to  pay  the  costs  for  various  long-term  care  needs.  Realistically, 
unless  the  face  amount  of  the  policy  exceeded  40-50  thousand  dollars  and  had 
been  in  effect  a  significant  number  of  years,  the  amount  of  money  that  would 
be  available  under  a  traditional  whole  life  policy  would  be  relatively  small  and 
would  only  cover  a  portion  of  long-term  care  expenses. 

In  a  1984  national  consumer  survey  the  median  amount  of  individual  life 
insurance  coverage  in  force  was  only  $13,000  for  men  and  $5,000  for  women. 
The  corresponding  amounts  of  cash  value  available  for  financing  nursing  home 
costs  is  even  smaller.  Considering  that  these  amounts  include  term  insurance 
and  that  all  adult  ages  are  represented,  amounts  available  to  people  65  and 
over  to  help  pay  for  nursing  home  care  would  be  even  less.  Cash  values  availa- 
ble from  $13,000  of  insurance  would  pay  the  costs  for  only  a  small  portion 
of  a  lengthy  nursing  home  stay. 

Universal  life  insurance  policies  were  designed  to  shelter  interest  accumula- 
tions on  premiums  paid  in  excess  of  "regular"  fixed  premiums  while  providing 
higher  rates  of  return  on  the  investment  portion  of  those  premiums.  The  univer- 
sal life  products  also  allow  for  larger  cash  values  which  could  provide  needed 
funding  for  long-term  care. 

When  universal  life  products  were  initiated  in  the  1970's,  the  Internal  Revenue 
Code  was  amended  to  set  limits  on  the  accumulation  permitted  under  life  poli- 
cies. Therefore,  under  current  law  a  person  would  have  to  purchase  large 
amounts  of  life  insurance,  even  with  a  universal  life  product,  in  order  to  fund 
an  adequate  long-term  care  benefit  with  cash  values.  The  high  cost  of  purchasing 
life  insurance  at  an  older  issue  age  would  appear  to  make  the  process  self- 
defeating.20 

Another  alternative  to  be  considered  here  would  be  life  insurance  products 
purchased  with  a  conversion  feature  which  would  allow  these  policies  after  a 
certain  age  to  become  financing  mechanisms  for  long-term  care  insurance.  This 
would  result  in  a  reduction  of  payout  after  the  predetermined  age  and  direct 
movement  of  funds  toward  payment  of  long-term  care  insurance  premiums. 
An  administrative  cost  would  have  to  be  included  here. 

E.  ANNUITIES 

Most  life  insurance  companies  offer  two  basic  types  of  annuity  contracts: 
immediate  and  deferred  annuities.  Traditional  annuity  contracts  involve  the 
assumption  of  investment  and  mortality  risks  by  the  insurance  company.  (Jp 
to  now,  annuity  payments  have  been  based  on  mortality  not  morbidity  (e.g., 
incidence  of  disease  or  confinement  in  a  nursing  home)  Nevertheless,  annui- 
ties are  an  attractive  option  for  long-term  care  because  they  permit  the  accumu- 
lation of  funds,  possess  some  flexibility,  and  under  current  law  retain  some 
tax  advantages.21 

Another  alternative  to  be  considered  here  would  be  annuity  products  designed 
with  a  feature  that  upon  reaching  a  certain  age  the  payment  would  reduce  pay- 
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ment  by  an  amount  that  would  go  toward  the  regular  payment  of  premiums 
on  a  long-term  care  insurance  policy. 

II.    ALTERNATIVE  DELIVERY  SYSTEMS 

A.  Social  Health  Maintenance  Organizations 

The  social/health  maintenance  organization  (S/HMO)  is  a  managed  system 
of  health  and  long-term  care  services.  Under  this  model,  a  single  provider 
entity  assumes  responsibility  for  a  full  range  of  and  personal  care  services  un- 
der a  fixed  premium  which  is  prospectively  determined.  Elderly  persons  who 
reside  in  the  service  area  are  voluntarily  enrolled  through  the  marketing  effort 
of  the  S/HMO  provider  entity.  Once  enrolled,  they  must  receive  all  S/HMO  co- 
vered services  through  S/HMO  providers,  similar  to  a  traditional  health  main- 
tenance organization. 

The  S/HMO  model  is  presently  being  field  tested  at  four  sites  as  part  of  a 
national  demonstration  project  funded  by  the  Health  Care  Financing  Adminis- 
tration. The  S/HMO  is  financed  on  a  prepaid,  capitated  basis  through  premi- 
um contributions  from  Medicare,  Medicaid,  and  individual  and  group 
subscribers.  The  project  is  testing  whether  social  services  can  reduce  medical 
costs  and  whether  institutional  days  can  be  reduced,  family  care  maintained, 
and  health  and  quality  of  life  enhanced. 

The  S/HMOs  have  had  difficulty  in  reaching  their  enrollment  goals.  The 
S/HMO  coverage  of  long-term  care  services  is  relatively  limited  and  does  not 
compare  favorably  with  private  long-term  care  insurance.  S/HMOs  are  difficult 
to  set  up  considering  the  complex  arrangements  which  have  to  be  negotiated 
with  a  variety  of  providers.22 

Due  to  the  flexibility  of  the  S/HMO  long-term  care  services  package,  S/HMOs 
can  adjust  services  to  support  family  caregiving,  thereby  helping  to  keep  the 
elderly  at  home.23 

Advantages  of  Social  Health  Maintenance  Organizations 

1.  The  case  management  approach  of  a  S/HMO  should  have  the  potential  to 
coordinate  and  manage  the  utilization  of  acute  and  long-term  care  services 
in  an  effective  manner. 

2.  A  S/HMO  provides  an  insurance  mechanism  for  long-term  care  by  pooling 
risk  among  plan  members. 

Disadvantages  of  Social  Health  Maintenance  Organizations 

1 .  Coverage  of  long-term  care  services  under  existing  demonstration  projects 
are  quite  limited. 

2.  Coordinating  and  managing  delivery  of  services  by  separate  acute  and  long- 
term  care  providers  requires  careful  scrutiny  and  constant  tracking. 

3.  If  the  elderly  travel  to  another  area  and  need  services  or  leave  a  S/HMO  and 
join  another  S/HMO  or  a  regular  HMO  which  is  not  part  of  a  network  which 
has  agreed  to  provide  long-term  care  benefits,  there  is  no  portability  of  these 
benefits. 

B.  Life  Care  Communities  (Continuing  Care  Retirement  Communities) 

Life  care  communities  (LCCs),  increasingly  known  as  continuing  care  retire- 
ment communities  (CCRCs),  are  housing-based  programs  that  provide  residents 
with  health  and  social  services,  along  with  other  amenities,  to  meet  their  con- 
tinuing care  needs  late  in  life.  The  basis  of  the  LCC  operation  is  a  lifetime  con- 
tract between  the  LCC  and  the  resident  stipulating  each  party's  obligations. 
The  resident  pays  a  substantial  entrance  fee  and  a  monthly  fee. 
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The  LCCs  can  be  looked  at  from  a  business  perspective  as  a  combination 
of  businesses.  First,  it  is  a  housing  arrangement  that  offers  apartment  rentals, 
utilities,  food,  and  maid  services.  Second,  it  is  a  health  care  facility  that  pro- 
vides adjoining  skilled  nursing  center  or  custodial  care.  Third,  it  is  a  social  club 
that  provides  meeting  and  activity  rooms  for  a  variety  of  functions  frequently 
under  the  total  or  partial  supervision  of  management.  Fourth,  it  is  an  insur- 
ance underwriter  that  finances  services  for  the  lifetime  of  its  residents.24 

There  are  now  more  than  600  LCCs  in  the  United  States.  The  majority  seem 
to  be  fiscally  sound  and  offer  high  quality  care.  It  must  be  noted,  however,  that 
since  the  mid-1970s  at  least  40  LCCs  have  declared  bankruptcy  or  have  ex- 
perienced serious  financial  problems.  In  many  cases,  this  was  the  result  of  in- 
sufficient actuarial  data,  the  same  difficulty  that  is  experienced  by  insurers  trying 
to  develop  long-term  care  insurance  products.  This  lack  of  data  has  led  many 
LCC  developers  to  set  up  LCCs  without  an  actuarially  sound  estimate  or  pre- 
cise expectation  of  the  possible  long-term  health  care  costs  of  their  elderly  resi- 
dents. Therefore,  in  the  future  these  LCCs  may  experience  deficiencies  in 
capitalization.25 

LCCs  can  be  relatively  expensive  with  the  entrance  fee  for  a  residential  unit 
ranging  from  $50,000  to  $100,000  and  a  monthly  service  fee  of  $400  to 
$1,500.26 

The  typical  LCC  contract  has  stipulated  that  upon  the  death  of  the  resident 
the  entrance  fee  will  remain  in  the  community,  regardless  of  the  value  of  serv- 
ices received.  A  growing  number  of  LCCs  are  writing  contracts  whereby  fees 
may  be  totally  or  partially  refundable  to  the  resident  or  to  heirs  upon  the  resi- 
dent's death. 

Usually,  one  of  the  prerequisites  for  admission  to  a  LCC  is  that  the  resident 
be  covered  by  Medicare  and  have  a  Medigap  insurance  policy.  Therefore,  pay- 
ment for  acute  care  services  is  provided  outside  the  LCC  financial  structure 
by  Medicare  and  private  health  insurers.  This  makes  nursing  home  care  the 
major  health  service  added  and  guaranteed  as  part  of  the  basic  LCC  arrange- 
ment. A  large  number  of  LCCs,  particularly  the  new  ones,  do  not  guarantee 
nursing  home  care  for  "as  long  as  necessary"  within  the  same  fixed  monthly 
fee  that  all  residents  pay.  They  guarantee  care  at  the  monthly  rate  for  a  short 
period  of  time  (i.e.,  10  to  180  days)  after  which  only  access  to  nursing  home 
care  is  guaranteed.  There  is  an  extra  charge  for  the  care  itself  and  charges  may 
increase  at  any  time.27 

Although  the  term  "life  care  community"  is  still  often  used  interchangeably 
with  that  of  "CCRCs,"  the  new  CCRCs  guarantee  a  more  limited  range  of  health 
services  within  the  terms  of  the  basic  lifetime  contract.  Any  additional  serv- 
ices are  billed  separately.28 

The  more  common  problems  encountered  in  setting  up  and  managing  CCRCs 
are:  1)  inaccurately  estimating  the  number  of  deaths  and  transfers  to  the  nurs- 
ing facility  that  will  occur  among  residents;  2)  failing  to  maintain  reserves  ade- 
quate to  cover  such  miscalculations  and  contingencies  such  as  inflation;  and 
3)  reluctance  to  raise  monthly  fees  to  make  up  for  earlier  miscalculations. 2? 

The  American  Association  of  Homes  for  the  Aging  is  developing  quality  stan- 
dards, guidelines  for  actuarial  planning  and  marketing  and  feasibility  studies, 
and  accreditation  programs  to  safeguard  the  financial  soundness  of  the  con- 
tinuing care  industry.  In  addition,  17  States  have  adopted  statutory  approaches 
to  regulate  LCCs.  While  individual  State  legislation  varies  widely,  those  sta- 
tutes usually  include  definitions,  reserve  requirements,  refund  provisions,  rights 
of  residents  to  self-organization,  registration  and  certification  by  a  relevant  State 
authority,  financial  disclosure  to  residents,  form  and  consent  of  contract  agree- 
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merit,  resident  termination  rights,  regulation  of  advertising,  responsible  agency, 
and  lien  provisions  and  preferred  claims  which  give  residents  specific  reme- 
dies in  case  the  facility  experiences  financial  difficulty.30 

The  overriding  purpose  of  the  government  regulation  of  LCCs  should  be  to 
ensure  the  solvency  of  LCCs  because  fiscal  failure  threatens  the  financial  and 
social  well-being  of  the  residents.  Specifically,  regulation  must  provide  the 
safeguards  that  individual  residents  cannot  establish  themselves  to  protect 
against  fraudulent  use  of  entrance  fees,  miscalculations  of  life  expectancy  and 
resident  turnover  rates,  poor  financial  planning,  excessive  reliance  on  rigid  en- 
trance fee  financing,  and  use  of  illegal  schemes  for  expansion.31 

Advantages  of  LCCs 

1 .  Promotes  independence  of  residents  with  incentives  to  provide  lowest  cost 
care. 

2.  LCCs  assume  the  role  of  the  sole  provider  and  manage  residents'  care  in 
an  effective  and  relatively  less  costly  manner. 

3.  Research  indicates  that  LCC  residents  live  longer  and  use  fewer  acute  health 
care  services  than  their  peers. 

4.  In  well  managed  LCCs  which  offer  a  broad  range  of  health  care  services, 
health  care  costs  are  more  predictable. 

5.  Elderly  residents  do  not  have  the  concerns  of  taking  care  of  a  home  and 
their  families  do  not  have  the  stresses  of  arranging  for  health  care  services. 

Disadvantages  of  LCCs 

1.  Only  middle  and  upper  income  elderly  can  afford  most  LCCs  at  present. 

2.  An  average  elderly  person  interested  in  investigating  the  long-term  finan- 
cial stability  of  a  continuing  care  retirement  community  would  have 
difficulty. 

3.  LCCs  that  do  not  include  nursing  home  care  within  the  fixed  monthly  fee 
no  longer  have  the  same  strong  economic  incentives  to  substitute  lower  cost 
services  whenever  possible. 

4.  LCCs  appeal  only  to  those  elderly  who  would  want  to  live  with  peers  in  a 
close  communal  environment. 

5.  An  elderly  person  must  move  to  the  LCC  which  usually  means  the  person 
will  have  to  leave  their  current,  residence  and  support  system. 

CASE  MANAGEMENT  AGENCIES 

The  Case  Management  Agency  serves  people  with  chronic,  long-term  disa- 
bilities and  problems  by  coordinating  appropriate  and  reasonably  priced  health 
and  social  services  to  meet  the  needs  of  each  individual. 

The  primary  objective  of  Case  Management  Agencies  is  to  assist  frail  per- 
sons of  any  age  to  remain  independent  in  the  community.  The  process  starts 
with  a  comprehensive  evaluation  of  each  individual's  needs  including  health, 
social,  environment,  financial,  and  support  systems.  After  this  comprehensive 
evaluation,  a  plan  of  care  designed  to  meet  the  needs  of  the  individual  is  deve- 
loped that  is  practical  and  affordable.  The  plan  is  a  cooperative  effort  involv- 
ing the  individual,  a  professional  case  manager,  the  family  and  others 
participating  in  the  care  of  that  individual.  Case  Management  Agencies  con- 
tract for  and  monitor  services  to  see  that  they  are  delivered  as  prescribed  and 
needed.  Monitoring  is  also  done  to  ensure  that  the  individual  is  benefiting  from 
the  services  and  that  the  care  plan  is  modified  as  the  individual's  needs 
change.32 

The  Case  Management  Agency  does  not  provide  direct  service  and,  there- 
fore, does  not  have  financial  incentives  to  use  a  particular  service  provider  or 
amount  of  service,  but  instead  compares  available  services  for  the  most  ap- 
propriate and  economical  service  available.  The  family  is  involved,  if  able, 
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in  delivering  part  of  the  service  to  the  individual. 

Advantages  of  Case  Management  Agencies 

1.  Case  management  services  may  be  purchased  by  an  individual,  group,  bus- 
iness, or  the  individual's  family. 

2.  Case  management  agencies  can  help  people  more  effectively  buy  and  use 
services. 

Disadvantages  of  Case  Management  Agencies 

1.  Case  management  agencies  charge  a  fee  for  their  services. 

2.  The  patient  whose  care  is  being  managed  by  the  case  management  agen- 
cy gives  up  their  freedom  of  choice  of  providers  of  service. 
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COST  OF  INSURANCE  AS  AFFECTED  BY 
INDUCED  DEMAND  AND  ADVERSE  SELECTION 

Issue 

How  can  long-term  care  insurance  premiums  be  made  affordable  to  as  many 
people  as  possible?  The  issues  discussed  in  this  paper  address  costs  that  increase 
premiums  and  therefore  discourage  the  purchase  of  long-term  care  insurance — 
induced  demand  and  adverse  selection. 

Issues  the  Task  Force  has  been  directed  to  address  include  the  appropriate  regu- 
lation of  long-term  care  insurance  and  determining  the  ratio  of  premiums  to 
benefits.  The  barriers  and  incentives  addressed  include  induced  demand  and  ad- 
verse selection  which  increase  an  insurer's  risk  exposure. 

Problems 

As  insurance  coverage  makes  long  term  care  affordable,  utilization  of  insured 
services  will  increase  resulting  in  higher  premiums.  How  much  will  induced  de- 
mand increase  insurance  cost,  what  public  policy  actions,  if  any,  can  reduce  in- 
duced demand,  and  what  are  the  regulatory  considerations? 

The  extent  to  which  those  most  likely  to  need  long-term  care  are  more  likely 
to  purchase  insurance  results  in  higher  than  "normal"  utilization  (adverse  selec- 
tion) and,  therefore,  higher  premium  rates  or  special  underwriting  and  rate  struc- 
tures. What  policy  design  options  should  regulators  permit  to  reduce  adverse 
selection? 

Objectives 

A.  Encourage  the  marketing  of  long-term  care  insurance; 

B.  Optimize  insurance  coverage  for  long-term  care  needs; 

C.  Provide  a  regulatory  framework  which  permits  latitude  for  experimentation 
and  maximum  reliance  on  marketplace  controls;  and 

D.  Evaluate  the  impact  of  utilization  rates  on  insurance  to  provide  a  reasonable 
basis  for  State  regulation  of  premium/benefit  ratios. 

Discussion 

The  Department  of  Health  and  Human  Services  Technical  Work  Group  on  Pri- 
vate Financing  for  Long-Term  Care  for  the  Elderly,  an  agency-wide  task  force, 
reviewed  a  range  of  six  private  insurance  options  and  determined,  that  even  though 
the  least  expensive  alternative  is  pure  insurance,1  "the  premium  rates  for  the  least 
costly  pure  insurance  approach  are  still  too  high  for  many  people  to  buy."'2 

The  affordability  of  various  insurance  to  provide  long-term  care  coverage  for 
individuals  age  65  and  over  was  projected  using  the  Brookings  lnstitution/ICF  com- 
puter generated  model.  Using  the  new  Fireman's  Fund  policy  (because  the  Work- 
ing Group  believed  it  reflected  the  most  recent  thinking  on  the  marketing  of 
long-term  care  insurance)  a  computer  model  determined  that  about  23  percent 
of  those  age  65  and  over  could  own  a  long-term  care  policy  by  the  year  2018.3 

A  simulation  to  test  broader  participation  was  then  designed  to  limit  premium 
rates  to  one  percent  of  income  for  individuals  30  and  over.  Under  those  assumptions 
63  percent  of  those  age  65  and  over  could  afford  insurance  coverage  in  2018.4 
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These  findings  establish  that  the  potential  of  private  insurance  to  provide  for 
the  long-term  care  needs  of  the  elderly  is  clearly  sensitive  to  premium  costs.  There 
are  a  number  of  significant  variables  affecting  premium  costs,  perhaps  the  two 
most  important  being  the  age  at  purchase  and  the  amount  of  coverage.  This  paper 
reviews  the  cost  effect  of  two  actuarial  determinations — induced  demand  and  ad- 
verse selection 

Policy  design  and  pricing  involve  a  series  of  marketing  and  actuarial  decisions 
that  involve  art  as  much  as  science.  To  the  extent  that  public  policy  affects  the 
design  of  insurance  policies  (and  therefore  price,)  it  would  be  useful  if  their  effect 
could  be  measured  accurately,  not  just  to  determine  the  cost  effectiveness  of  such 
regulation,  but  to  determine  the  effect  of  alternatives  for  reducing  induced  demand 
or  adverse  selection. 

What  should  concern  public  policymakers  is  that  reliable  data  about  induced 
demand  and  adverse  selection  is  not  available  for  any  kind  of  health  insurance 
including  long-term  care.5  Since  long-term  care  insurance  is  complex  and  the  ef- 
fect of  provisions  designed  to  discourage  induced  demand  and  avoid  adverse  selec- 
tion are  difficult  to  explain  accurately,  disclosure  is  a  critical  element  in  providing 
consumers  with  the  information  they  need  to  make  informed  decisions  to  purchase 
long-term  care  insurance.  It  is  clearly  the  responsibility  of  State  insurance  regula- 
tors to  ensure  adequate  disclosure.  The  NAIC  model  statute  relies  heavily  on  dis- 
closure to  protect  the  consumer,  but  what  is  adequate  disclosure? 

For  each  of  the  provisions  which  inhibit  induced  demand  or  adverse  selection 
there  is  a  reduction  in  the  potential  value  of  the  insurance  benefit.  If  the  policy 
provides  a  90  day  waiting  period  after  admission  to  a  nursing  home  before  benefits 
will  be  paid,  a  sizable  percentage  of  insured  people  will  either  not  live  to  claim 
the  benefit  or  will  recover  and  be  released.  This  is  not  to  suggest  that  disclosure 
is  too  difficult  or  that  there  is  a  better  alternative,  but  rather  that  working  out  ade- 
quate disclosure  statements  will  place  a  burden  on  both  the  insurer  and  the 
regulator. 

The  purpose  of  this  paper  is  to  review  and  analyze  the  various  provisions  that 
are  used  to  inhibit  induced  demand  and  avoid  adverse  selection.  As  a  practical 
matter  public  policy  concerns  about  induced  demand  must  center  on  either  1)  en- 
couraging informal  caregiving  to  reduce  or  delay  use  of  insurance  covered  serv- 
ices or  2)  the  advisability  of  provisions  in  long-term  care  insurance  designed  to 
minimize  induced  demand.  With  respect  to  adverse  selection,  only  provisions  to 
deny  coverage  (medical  underwriting,  coverage  exclusions)  or  to  limit  coverage 
(treatment  of  pre-existing  conditions)  are  available  controls. 
A.   Induced  Demand 

The  following  paragraph  taken  from  a  study  on  induced  demand  may  pro- 
vide a  useful  context. 

.  .  .there  are  at  least  as  many  elderly  persons  with  limitations  on  Activities 
of  Daily  Living  who  are  not  in  nursing  homes  as  there  are  in  nursing  homes. 
The  decision  not  to  enter  a  nursing  home  for  such  persons  is  based,  at  least 
in  part,  on  the  very  high  out-of-pocket  expense  of  residing  in  a  nursing  home. 
Should  nursing  home  insurance  (private  or  public)  become  more  widely  avail- 
able, this  barrier  to  receiving  nursing  home  care  will  be  greatly  reduced  for 
many,  with  the  result  that  entering  a  nursing  home  will  become  relatively 
more  attractive  for  those  insured  than  is  now  the  case.6 
There  is  a  selection  process  at  work  since  those  who  purchase  long-term  care 
insurance  are  indicating  that,  should  the  need  to  obtain  long-term  care  serv- 
ices arise,  they  are  likely  to  use  it.  Thus,  reducing  out-of-pocket  costs  for  long- 
term  care  through  insurance  is  likely  to  increase  utilization.  Most  people, 
however,  are  not  particularly  desirous  of  using  nursing  home  services  and  the 
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availability  of  alternate  care  may  result  in  lower  or  delayed  utilization  even  if 
the  financial  burden  is  significantly  reduced. 

Cost  is  not  the  only  factor  in  determining  whether  and  when  to  use  institu- 
tional services.  While  many  people's  activities  of  daily  living  are  limited,  at  least 
in  the  early  stages  of  dependency,  nursing  home  care  is  not  needed.  The  degree 
of  disability  may  vary  for  determining  when  long-term  care  in  a  nursing  home 
is  necessary,  and  even  the  availability  of  insurance  to  lower  cost  may  not  sig- 
nificantly increase  the  use  of  institutional  care.  What  is  at  issue  is  the  marginal 
difference  in  when  nursing  home  care  is  sought  and  the  length  of  stay  in  the 
insurance  covered  setting. 

The  problem  of  induced  demand  is  more  difficult  when  long-term  care  in- 
surance covers  non-institutional  service  such  as  home  health  care.  The  use  of 
provisions  controlling  utilization  become  even  more  critical  as  inhibitors.  They 
must  not  only  limit  initial  access  but  length  of  care.  Furthermore,  the  desire 
to  avoid  nursing  homes  which  acts  as  a  natural  inhibitor  of  induced  demand 
for  institutionalized  care  is  not  present  with  respect  to  home  health  care.  Most 
insurers  who  have  expanded  coverage  to  home  health  care  have  had  to  place 
strict  controls  on  coverage  for  non-institutionalized  care.  These  controls  gener- 
ally include  physician  determination  of  medical  necessity  and  a  requirement 
of  prior  care  in  a  nursing  home. 

The  primary  alternative  to  institutional  and  other  purchased  long-term  care 
is  care  provided  by  informal  caregivers  (spouses,  children,  siblings,  parents, 
friends).  Over  80  percent  of  the  long-term  care  assistance  received  by  func- 
tionally disabled  elderly  persons  living  in  the  community,  and  over  50  percent 
of  long-term  care  services  are  provided  by  family  caregivers.7  As  family  size 
decreases  and  other  social  and  demographic  factors  result  in  a  reduced  per- 
centage of  informal  caregiving,  there  will  be  a  greater  need  for  purchasing  long- 
term  care.  Nevertheless,  the  extent  to  which  individuals  who  are  covered  by 
long-term  care  insurance  choose  to  be  cared  for  by  informal  caregivers  limits 
the  demand  for  insurance  coverage. 

In  reviewing  the  alternatives  for  increasing  or  extending  informal  caregiv- 
ing, it  should  be  noted  that  most  of  the  means  suggested  or  attempted  have 
been  directed  toward  the  Medicaid  eligible  population  and  are  intended  to  trade 
off  reimbursement  for  informal  caregiving  to  reduce  Medicaid  expenditures. 
It  is  unlikely  that  public  policymakers  would  create  programs  to  support  or 
require  informal  caregiving  for  middle  class  elderly  for  whom  public  expendi- 
tures are  not  now  being  made.  At  most,  programs  designed  to  encourage  in- 
formal caregiving  may  extend  eligibility  to  those  who  are  likely  to  spend  down 
and  become  eligible  for  Medicaid.  Such  programs  are  unlikely  to  reduce  in- 
duced demand  for  long-term  care  insurance  policy  holders. 

Alternative:  Federal  and/or  State  incentives  to  informal  caregivers 

A  number  of  States  encourage  informal  caregiving  through  tax  incentives 
or  direct  payments  to  informal  caregivers  and  13  States  have  programs  which 
pay  family  members  to  provide  long-term  care  as  an  alternative  to  Medicaid 
reimbursed  care.8  There  is  also  a  Federal  tax  credit  available  for  certain  ex- 
penses related  to  care  purchased  for  dependents. 

As  a  practical  matter  there  are  two  serious  drawbacks  to  this  approach.  First, 
research  indicates  that  informal  caregivers  act  from  a  sense  of  love  and  respon- 
sibility.9 Providing  minimal  financial  support  is  not  likely  to  induce  or  extend 
informal  caregiving.  Second,  there  is  a  strong  possibility  that  government  pay- 
ments would  simply  substitute  for  support  that  would  be  provided  by  informal 
caregivers  if  the  program  did  not  exist.  Where  the  alternative  is  Medicaid 
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payments  or  payments  to  informal  caregivers  there  may  be  trade-offs  in  provid- 
ing an  alternative  to  nursing  home  care,  but  for  middle  class  insurance  covered 
individuals  there  will  be  no  significant  reduction  in  government  spending. 

The  Federal  Child  and  Dependent  Tax  Credit  has  not  been  claimed  by  many 
informal  caregivers.  Legislative  proposals  to  expand  the  use  of  the  tax  credit 
have  generally  attempted  to  ease  the  requirements  for  eligibility.10  Since  1979, 
five  States  have  passed  legislation  providing  tax  allowances  for  family 
caregivers,11  but  the  provisions  are  generally  targeted  on  care  for  low  income 
elderly  who  otherwise  might  increase  Medicaid  costs. 

For  the  middle  class,  a  provision  of  nominal  support  payments  or  tax  incen- 
tives for  informal  caregiving  might  marginally  increase  caregiving  and  thus 
reduce  demand  for  insurance  payment  for  long-term  care  but  the  substitution 
of  government  resources  for  financial  assistance  would  be  substantial  even  if 
there  was  no  government  program. 

Alternative:  Government  non-financial  support  and  encouragement  of  infor- 
mal caregiving 

Assuming  love,  devotion  and  a  sense  of  responsibility  motivate  informal 
caregivers,  would  it  be  possible  through  government  action  to  strengthen  such 
motivation?  Relative  responsibility  legislation  for  the  Medicaid  eligible  elderly 
has  been  considered  by  some  States  (and  existed  for  a  short  time  in  Idaho), 
but  cannot  be  considered  even  a  remote  possibility  for  middle  class  families. 
It  is  questionable  whether  the  government  has  the  ability  to  motivate  love  and 
a  sense  of  duty  with  or  without  legal  force  if  a  lifetime  relationship  between 
a  parent  and  child  does  not  provide  a  sense  of  love  and  a  feeling  of  duty  requi- 
site to  motivate  informal  caregiving.  The  fact  that  so  many  people  can  rely  on 
informal  caregivers  suggests  that  government  can  best  help  by  not  discourag- 
ing informal  caregiving  through  tax  disincentives  or  programs  that  encourage 
substitution  of  government  activity  for  informal  caregiving. 

Alternative:  Increasing  community  services  that  ease  the  pressure  on  infor- 
mal caregivers 

If  informal  caregiving  reduces  reliance  on  insurance,  community  activities 
and  services  that  assist  informal  caregivers  could  extend  the  period  of  infor- 
mal caregiving  and  reduce  reliance  on  insurance.  Respite  care,  adult  day  care, 
senior  citizen  centers,  and  other  community  services  that  reduce  the  strain  on 
informal  caregivers  and  the  dependent  elderly  are  capable  of  extending  infor- 
mal caregiving.  The  availability  of  bed  and  board  housing  in  the  community 
and  other  non-institutional  alternatives  for  long-term  care  can  provide  alterna- 
tives to  the  use  of  services  covered  by  insurance  and  therefore  limit  induced 
demand. 

This  is  not  to  suggest  that  States  and  communities  ought  to  establish  pro- 
grams to  lower  insurance  utilization  to  keep  premiums  affordable,  or  even  that 
the  result  of  increasing  community  services,  respite  care,  adult  day  care,  and 
bed  and  board  housing  can  reduce  use  of  insurance,  but  rather  that  govern- 
ment action  to  provide  a  full  range  of  services  for  the  elderly  can  have  the  ef- 
fect of  extending  informal  caregiving. 

To  the  extent  that  creating  such  services  is  good  public  policy,  it  ought  to 
be  carried  out  regardless  of  its  affect  on  induced  demand.  It  is  important  to 
note,  however,  that  establishing  a  range  of  services  to  meet  the  needs  of  elder- 
ly people  can  actually  raise  the  premiums  that  people  would  have  to  pay  for 
long-term  care  insurance.  Research  to  date  has  established  that  new  services 
attract  greater  utilization  without  reducing  nursing  home  services.  To  the  extent 
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that  increasing  the  number  and  kind  of  long-term  care  services  also  creates 
pressure  for  broader  insurance  coverage  to  pay  for  such  services,  premium  rates 
will  tend  to  increase. 

Alternative:  Control  the  number  of  long-term  beds  available 

Government  has  attempted  to  limit  the  number  of  nursing  home  beds  avail- 
able. The  use  of  certificate  of  need  requirements  to  artificially  limit  long-term 
care  availability  could  force  extended  use  of  informal  care  and  limit  induced 
demand.  At  the  same  time  there  is  no  government  interest  served  in  limiting 
the  use  of  long-term  care  paid  for  by  private  means.  However,  as  long  as  govern- 
ment limits  the  number  of  nursing  home  beds,  there  is  at  least  a  short  run 
inhibition  on  induced  demand  for  long-term  care.  For  the  long  term,  market- 
place factors  of  supply  and  demand  are  going  to  control  availability  of  nursing 
home  beds  for  private  payers. 

Alternative:  Insurance  policy  provisions  which  limit  coverage  in  order  to 
reduce  induced  demand 

The  inhibitors  necessary  for  limiting  use  of  nursing  home  care  are  amelio- 
rated by  the  availability  and  use  of  informal  caregiving  alternatives,  but  the 
government  alternatives  to  maintain  or  increase  informal  caregiving  are  either 
not  appropriate  or  not  likely.  Policy  terms  that  inhibit  early  or  unnecessary  use 
of  long-term  care  must  be  used  to  reduce  payments  sufficiently  to  keep  premi- 
um costs  within  the  reach  of  consumers  as  long  as  they  do  not  destroy  the  pro- 
tective value  of  the  policy. 

Three-day  prior  hospital  stays,  waiting  periods,  co-payments  or  deductibles, 
and  other  policy  design  limitations  are  used  to  discourage  or  delay  the  use  of 
long-term  care  insurance.  Each  of  these  devices  has  some  effect  on  reducing 
reliance  on  insurance.  Each,  carried  to  an  extreme,  destroys  the  value  of  long- 
term  care  insurance.  If  instead  of  a  3-day  prior  hospital  stay,  an  insurance  poli- 
cy required  a  10-day  stay,  it  would  certainly  reduce  use  of  long-term  care  in- 
surance, but  such  insurance  would  be  of  questionable  value.  If  insurance  only 
paid  $10  a  day  of  an  anticipated  nursing  home  bill  of  $67,  induced  demand 
would  not  be  a  problem,  but  the  policy  would  be  almost  worthless. 

There  is,  therefore,  a  public  policy  interest  in  establishing  limits  on  insur- 
ance policy  provisions  that  essentially  destroy  the  value  of  the  policy,  but  to 
some  extent,  what  is  reasonable  or  unreasonable  is  a  subjective  matter.  To  some, 
a  3-day  prior  hospital  stay  requirement,  or  a  120  day  waiting  period  is  too  limit- 
ing and  ought  not  be  allowed.  To  others  such  limitations  bring  the  cost  of  in- 
surance premiums  within  the  reach  of  many  more  people  and  are  a  rea- 
sonable trade  off. 

The  question  that  needs  to  be  answered  is  not  where  to  draw  the  specific  limit- 
ations on  what  can  or  cannot  be  used  to  control  costs  or  utilization  rates.  Even 
more  importantly,  the  question  is  not  what  should  or  should  not  be  covered  in 
terms  of  minimum  or  standard  insurance  provisions.  If  long-term  care  insur- 
ance is  to  find  a  market,  the  market  must  be  the  arbiter  of  reasonableness  to 
the  greatest  extent  possible  and  there  must  be  reasonable  latitude  for 
experimentation. 

The  real  questions  are  (1)  whether  there  is  a  reasonable  premium/benefit  ra- 
tio to  the  individual  purchasing  the  policy,  and  (2)  whether  the  covered  serv- 
ices will  lead  to  a  decreased  level  of  out-of-pocket  expenditures  by  covered 
individuals  when  in  need  of  covered  services.  For  established  policy  features 
that  are  used  to  inhibit  induced  demand  there  is  at  least  some  basis  for  judg- 
ing the  effect.  For  new  and  untried  provisions  these  are  facts  that  can  be  deter- 
mined only  after  the  fact  and  the  State  regulator  and  the  market  must  make 
a  judgement. 
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To  this  end  the  NAIC  model  statute  provides  adequate  latitude  for  insurance 
commissioners  to  regulate  provisions  of  long-term  care  policies  that  inhibit 
induced  demand  while  providing  that  the  Commissioner  shall  "recognize  the 
unique,  developing  and  experimental  nature  of  long-term  care  insurance ..." 
It  also  specifically  provides  for  appropriate  disclosure  in  individual  and  group 
policies  as  follows:  "A  statement  of  the  principal  exclusions,  reductions,  and 
limitations  contained  in  the  policy,.  .  .  "12 

B.  Adverse  Selection 

Those  skeptical  of  long-term  care  insurance  feel  that  the  only  people  who 
will  buy  a  policy  are  those  who  plan  on  using  it.  Adverse  selection  or  anti- 
selection  means  that  the  risk  of  using  long-term  care  is  higher  for  the  insured 
population  than  for  the  population  as  a  whole. 

According  to  Mark  Meiners  and  Gordon  Trapnell: 

If  an  insurer  carefully  selects  applicants,  the  average  admission  rates 
may  be  expected  to  be  lower  than  in  the  general  population.  Typical 
risk  management  techniques  to  avoid  adverse  selection  include  screen- 
ing applicants  for  health  status  and  requiring  a  waiting  period  before 
qualifying  preexisting  conditions  for  coverage.  Favorable  risk  selec- 
tion results  in  lower  premiums. ..than  when  general  population  utili- 
zation patterns  are  assumed.13 

Ideally,  calculations  of  premium  rates  would  be  made  on  data  accumulated 
under  insurance  policies  covering  such  risks  for  an  extended  period.  From  the 
perspective  of  the  actuary,  long-term  care  insurance  is  experimental  because 
there  is  no  organized  body  of  loss  experience  on  which  to  base  adverse  selec- 
tion costs  or  more  accurately,  estimates  must  be  based  on  assumptions  about 
utilization  rates  of  the  general  population.14 

There  are  essentially  three  alternative  policy  designs — individual  (and  em- 
ployer or  group  sponsored)  policies,  closed  group,  and  employer  paid  policies. 
Employer  paid  insurance  will  not  be  discussed  at  length  here  but  it  provides 
protection  against  adverse  selection  by  covering  individuals  whose  health  and 
prospects  for  long-term  care  are  reasonably  similar  to  the  population  as  a  whole. 
The  advantages  of  employer  paid  coverage  is  the  elimination  of  adverse  selec- 
tion and  the  reduction  of  administrative  costs  involved  in  managing  anti- 
selection  provisions.  Even  then,  an  employer  paid  policy  is  likely  to  have  ex- 
clusions of  coverage  and  elimination  periods  for  pre-existing  conditions  simi- 
lar to  those  in  individual  policies. 

Provider  management,  which  is  generally  found  in  continuing  care  retire- 
ment communities  (CCRCs),  life  care  communities,  and  social  health  main- 
tenance organizations  (SHMOs)  provides  an  alternative  approach  to  insurance 
coverage  for  long-term  care.  Determining  whether  to  accept  an  applicant  is 
critical  for  avoiding  adverse  selection.  The  insurer  has  three  basic  choices — to 
not  accept  the  applicant,  to  accept  the  applicant  but  exclude  pre-existing  con- 
ditions, or  to  accept  the  applicant  and  provide  a  surcharge  for  pre-existing  con- 
ditions. 

The  use  of  a  surcharge  is  employed  by  at  least  one  CCRC  to  accept  individu- 
als who  would  otherwise  be  turned  away.  The  surcharge  is  based  on  the  ex- 
perience of  that  particular  CCRC  in  providing  care  for  illnesses  that  are  more 
likely  to  require  long-term  care.  Experience  with  this  form  of  coverage  is  reevalu- 
ated yearly  and  thus  far  surcharges  have  had  to  be  increased.  Generally,  insur- 
ance companies  have  avoided  rating  because  their  concern  is  whether  the  policy 
will  be  utilized  too  soon  rather  than  the  additional  cost  of  the  care  provided.15 

Most  CCRCs  do  not  use  a  surcharge  and  deny  coverage  for  high  risk  appli- 
cants very  much  as  insurance  companies  do.  The  critical  issue  is  when  long- 
term  care  coverage  will  begin.  Medical  underwriting  and  interviews  by  social 
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workers  are  generally  sufficient  to  limit  problems  of  adverse  selection,  but  the 
problem  of  avoiding  the  coverage  of  individuals  more  likely  to  use  long-term 
care  is  as  great  a  problem  for  managed  care  providers  as  it  is  for  insurers  of 
individuals. 

There  are  a  number  of  policy  design  features  available  to  insurers  for  reduc- 
ing the  effect  of  adverse  selection  ranging  from  exclusion  of  coverage,  delayed 
coverage  of  long-term  care  relating  to  pre-existing  conditions,  policy  renewal 
and  cancellation,  medical  underwriting,  and  limitation  on  age  of  issuance. 

The  renewability  and  cancellability  issue  have  been  extensively  considered 
by  the  Industry  Advisory  Task  Force  to  the  National  Association  of  insurance 
Commissioners  (NAIC).  Its  recommendation  has  been  accepted  by  the  NAIC. 
The  issue  has  also  been  addressed  by  the  Task  Force  in  developing  a  working 
definition  of  long-term  care  insurance.  The  NAIC  position  is  that  optionally 
renewable  policies  should  not  be  allowed  and  that  conditionally  renewable  poli- 
cies should  be  allowed  but  not  cancellable  for  reasons  of  advancing  age  or  de- 
terioration of  health.  They  also  recommended  that  guaranteed  renewable  and 
non-cancellable  policies  be  allowed.16  The  position  adopted  by  the  NAIC  ap- 
pears to  be  a  reasonable  approach  and  no  further  consideration  is  needed  by 
the  Task  Force. 

Screening  applicants  to  avoid  adverse  selection  is  referred  to  as  medical  un- 
derwriting. It  is  an  essential  control  from  the  viewpoint  of  insurance  compa- 
nies and  generally  acceptable  to  applicants  for  long-term  care  insurance. 
According  to  a  follow-up  study  conducted  by  the  American  Association  of  Re- 
tired Persons  on  members  who  had  been  offered  long-term  care  insurance  cover- 
age through  that  organization,  only  2  percent  of  those  surveyed  were  concerned 
about  the  medical  underwriting  questions  included.17 

The  purpose  of  the  medical  underwriting  is  to  exclude  people  who  have  a 
particular  illness.  If  a  covered  individual  develops  one  of  the  illnesses  which 
would  have  excluded  them  from  initially  obtaining  coverage,  they  would  con- 
tinue to  be  insured. 

The  major  issue  has  been  coverage  for  Alzheimer's  disease.  Insurance  com- 
panies generally  cover  mental  illnesses  which  have  an  organic  basis  as  opposed 
to  a  psychoses  or  neuroses.  Alzheimer's  has  an  organic  basis  which  can  be  con- 
firmed when  an  autopsy  is  performed  and  for  which  insurance  companies  now 
generally  appear  to  provide  coverage  on  the  basis  of  symptoms.18  The  real 
concern  of  insurers  is  that  they  not  become  involved  in  covering  mental  ill- 
nesses like  senility. 

Limiting  coverage  for  long-term  care  resulting  from  pre-existing  conditions 
presents  two  problems.  First,  there  can  be  a  question  of  whether  an  illness  that 
leads  to  long-term  care  results  from  a  pre-existing  condition.  For  example,  an 
individual  may  have  had  high  blood  pressure  and  subsequent  to  obtaining  long- 
term  care  insurance  may  have  a  heart  attack.  It  becomes  necessary  to  ascer- 
tain whether  the  heart  attack  was  caused  by  the  pre-existing  condition.  In  some 
instances  the  determination  of  medical  causation  may  be  very  difficult. 

Second,  policies  exclude  coverage  for  illness  resulting  from  pre-existing  con- 
ditions for  a  specific  time  period  which  may  vary  depending  on  the  age  of  the 
individual  purchasing  the  insurance  policy.  New  policies  tend  to  use  a  six  month 
elimination  period  for  both  those  under  65  and  those  over  65  and  this  elimina- 
tion period  appears  to  be  the  effect  of  market  forces  rather  than  State  laws 
or  regulations  which  generally  limit  elimination  periods  to  one  year,  or  one 
year  for  those  over  65  and  two  years  for  those  under  65. 19  It  would  appear  that 
market  forces  have  been  a  better  arbiter  of  a  reasonable  length  for  elimination 
periods  than  public  policymakers.  The  NAIC  model  law,  Section  6  (C),  provides 
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for  a  six  month/two  year  elimination  period  for  pre-existing  conditions  which 
appears  to  provide  sufficient  protection  to  insurers. 

Finally,  most  long-term  care  policies  limit  the  maximum  age  at  which  long- 
term  care  insurance  can  be  purchased.  Ages  79  and  80  appear  to  be  a  com- 
mon age  limit.  This  reduces  adverse  selection  because  the  incidence  of  long- 
term  care  increases  significantly  after  age  80.  As  a  practical  matter,  the  danger 
of  setting  too  low  a  maximum  age  limit  on  the  purchase  of  long-term  care  in- 
surance is  not  a  serious  threat  at  this  point  in  the  development  of  insurance 
policies.  Most  of  those  purchasing  a  policy  are  in  their  70s.  However,  when  long- 
term  care  insurance  is  marketed  to  younger  people,  and  purchasers  over  70 
become  a  smaller  part  of  the  market,  it  may  become  necessary  for  State 
regulators  to  set  a  top  age  limit  at  which  insurance  companies  can  refuse 
coverage. 

C.  The  Three-day  Prior  Hospital  Stay  Requirement 

The  three-day  prior  hospital  stay  requirement  presents  specific  issues.  Its  use 
in  long-term  care  insurance  policies  is  primarily  to  limit  induced  demand,  but 
there  are  a  number  of  chronic  illnesses,  chief  of  which  are  the  dementias  such 
as  Alzheimer's,  where  hospitalization  is  neither  required  nor  likely.  Individuals 
fearing  long-term  care  needs  because  of  a  dementia  would  be  discouraged  from 
purchasing  insurance  which  required  a  three-day  prior  hospital  stay. 

Policies  containing  the  three-day  prior  institutionalization  requirement  pro- 
vide that  the  insured  must  enter  the  nursing  home  within  a  certain  period. 
Medicare  requires  that  the  patient  must  be  admitted  to  a  skilled  nursing  facili- 
ty within  30  days,  but  State  requirements  vary.  The  shorter  the  time  period, 
the  more  likely  the  insured  will  be  placed  in  the  nursing  facility  because  of  the 
disability  and  not  because  informal  caregivers  are  no  longer  willing  to  provide 
care.  A  short  time  limit  does  present  a  problem.  Informal  caregivers  may  want 
to  continue  providing  care  only  to  find  that  subsequent  to  their  hospitalization 
they  have  become  significantly  more  dependent  and  need  nursing  home  care. 
Failure  to  place  their  loved  one  in  a  nursing  home  immediately  can  result  in 
ineligibility  for  insurance  coverage  if  the  insured  person  cannot  be  placed  in 
a  facility  within  the  time  limit. 

These  issues  deserve  consideration  by  State  regulators,  because  the  use  of 
the  three-day  prior  institutionalization  requirement  is  so  prevalent  and  most 
insurers  believe  that  they  need  this  limitation  as  a  protection  against  induced 
demand.  The  purpose  of  regulation  in  this  area  should  not  be  to  eliminate  the 
use  of  the  prior  hospitalization  requirement  but  rather  to  limit  its  effect  to  its 
intended  purpose  of  preventing  induced  demand. 

Policies  which  provide  coverage  for  diseases  such  as  dementia  should  not 
be  permitted  to  deny  nursing  home  benefits  because  a  patient  has  not  met  a 
three-day  prior  institutionalization  requirement.  Insurance  companies  should 
be  required  to  use  another  means  of  limiting  induced  demand  in  those  cases. 
Otherwise,  the  coverage  of  dementia  in  the  policy  is  illusory. 

States  that  limit  the  length  of  time  after  hospitalization  during  which  a  pa- 
tient must  enter  a  nursing  home  tend  to  use  the  30  day  requirement  of  Medicare 
or  a  time  limit  established  for  claims  under  other  types  of  insurance.  The  result 
is  a  range  of  requirements  that  vary  from  State  to  State. 

The  problem  with  setting  a  time  limit  on  when  nursing  home  care  must  follow 
a  hospital  stay  is  that  there  are  a  limited  number  of  nursing  home  beds  available 
and  waiting  lists  for  those  beds.  If  the  insured  is  not  admitted  within  the  time 
limit  because  of  the  unavailability  of  a  nursing  home  bed,  the  result 
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would  be  unfair.  It  would  be  better  to  make  the  requirement  contingent  on  ap- 
plying for  admission  within  a  certain  number  of  days  rather  than  actually  be- 
ing admitted. 

A  further  problem  is  the  length  of  the  option  period.  The  30  day  period  used 
for  Medicare  has  advocates  because  so  many  of  the  insured  who  need  nursing 
home  care  are  Medicare  eligible.  The  use  of  a  30  day  period  thus  reduces  con- 
fusion. Some  States  have  enacted  rules  requiring  a  60  day  election  period,  either 
because  60  days  is  the  election  period  for  other  insurance  in  the  State  or  because 
informal  caregiving  is  thought  to  be  preferable  to  nursing  home  care  and  a 
longer  election  period  gives  families  a  greater  chance  to  determine  whether 
they  can  continue  to  care  for  their  chronically  ill  loved  one. 

The  confusion  of  differing  time  periods  and  the  variation  from  State  to  State 
are  a  burden  to  the  insured  and  his  or  her  family.  The  thirty  day  time  limit  for 
Medicare  election  of  nursing  home  care  or  at  least  the  application  for  nursing 
home  care  would  appear  to  be  appropriate  to  avoid  the  confusion  of  differing 
deadlines  for  coverage.  A  State  may  therefore  wish  to  provide  that  the  elec- 
tion period  permitted  by  a  long-term  care  insurance  policy  be  at  least  30  days. 

V.  What  Others  Have  Said 

National  Association  of  Insurance  Commissioners 

In  accepting  the  recommendations  of  the  Industry  Advisory  Group,  the  NAIC 
has  adopted  a  series  of  recommendations  on  induced  demand  and  adverse 
selection.  These  recommendations  touch  on  most  of  the  issues  discussed  in 
this  paper.  The  MAIC  position  supports:  permitting  insurers  to  require  a  three- 
day  prior  hospital  stay,  prohibition  of  optionally  renewable  policies  but  condi- 
tionally guaranteed,  guaranteed  renewable  and  non-cancellable  policies  should 
be  allowed,  age  should  be  a  permissible  factor  in  limiting  eligibility  for  coverage, 
but  should  neither  advancing  age  nor  declining  health  be  a  basis  for  cancell- 
ing or  not  renewing  a  policy  in  effect.  Medical  underwriting  is  considered  ap- 
propriate and  a  longer  (two  year)  elimination  period  for  pre-existing  conditions 
is  recommended  for  those  purchasing  insurance  under  the  age  of  65.  However, 
for  experimental  policies  designed  to  cover  as  yet  uninsured  markets,  longer 
elimination  periods  should  be  authorized  by  State  insurance  commissioners. 
Cinder  the  model  act  disclosure  of  limitations  on  coverage  would  be  required. 

Health  Insurance  Association  of  America,  Long  Term  Care:  The  Challenge 
to  Society,  1984  (a  description  of  HIAA's  two  year  study  on  long-term  care 
insurance) 

"Insurers  will  need  to  emphasize  individual  underwriting,  pre-existing  con- 
dition clauses,  upper  age  limits  on  eligibility,  and  the  development  of  long- 
term  care  benefit  plans  attractive  to  younger  age  groups  in  order  to  produce 
actuarally  sound  products."  (p.  6) 

"Ways  to  reduce  induced  demand  need  to  be  found.  Potential 
mechanisms.  .  .(range)  from  stringent  medical  necessity  language  and  uniform 
definitions  of  types  of  care  to  plan  design  features  and  claims  review  specifically 
designed  to  ease  the  problem.  In  addition,  insurers  would  probably  expect 
insured  individuals  to  share  a  portion  of  the  cost  of  needed  care."  (p.  6) 

National  Association  of  Health  Underwriters,  Understanding  Long  Term  Care 
Insurance,  1986 

There  is  no  organized  body  of  loss  data  upon  which  to  base  assumptions 
and  a  great  deal  of  concern  over  anti-selection,  insurance-induced  demand,  and 
cost  inflation,  (p.  9)  There  is  considerable  variation  in  the  way  policy  control 
features  affect  coverage  and  understanding  these  differences  will  help  the  con- 
sumer, (p.  10)  Sally  Coberly,  Financing  Catastrophic  Long-Term  Health  Care 
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Expenses  of  the  Elderly:  The  Role  of  Private  Long  Term  Care  Insurance, 

A  background  paper  prepared  for  the  the  California  State  Assembly  Special 
Committee  on  Medi-Cal  Oversight,  January,  1986. 

Purchase  disincentives  limit  demand;  market  factors  such  as  adverse  selec- 
tion, induced  demand,  inappropriate  regulation,  and  product  cost  tend  to  limit 
the  supply  of  available  insurance  products,  (p.  7) 

Risk  management  techniques  for  controlling  adverse  selection  are  available. 
Induced  demand  is  particularly  worrisome  in  providing  coverage  for  home 
health  care.  Without  individual  case  management  no  reliable  and  systematic 
targeting  mechanism  for  home  health  care  is  available.  Limiting  coverage 
to  those  who  have  had  a  prior  nursing  home  stay  and  trading  off  nursing  home 
benefits  for  home  care  benefits  are  means  of  controlling  over-utilization,  but 
most  insurance  simply  doesn't  cover  home  health  care  or  restrict  it  to  care 
provided  by  a  nurse,  (pp.  7-8) 

James  Knickman,  et.  al.,  Increasing  Private  Financing  of  Long-Term  Care: 
Opportunities  for  Collaborative  Action,  a  conference  report  prepared  by  SRI 
International,  March  1986. 

The  first  barrier  to  the  development  of  long-term  care  insurance  is  the 
technical  problem  of  designing  a  product  "that  is  attractive  to  consumers  but 
adequately  controls  what  have  been  termed  the  'twin  demons'  of  long-term 
care  insurance:  moral  hazard  and  adverse  selection.  Consumers'  interest  in 
home  health  care  makes  induced  demand  a  particularly  difficult  problem. 
Insurers  do  not  have  to  be  concerned  about  induced  demand  for  nursing  home 
services  because  people  generally  don't  want  to  go  to  nursing  homes  even 
if  they  are  insured,  but  that  is  not  the  case  with  home  care  and  community 
services.  The  impacts  of  moral  hazard  and  adverse  selection  can  result  in  unaf- 
fordable  premiums  unless  means  of  restricting  utilization  rates  can  be 
developed,  (pp.  28-29) 
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18.  A  test  for  Alzheimer's  disease  has  been  developed  which  is  not  yet  in  general 
use. 

19.  NAIC,  op.  cit.,  p.  24. 
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Issue — Should  the  Task  Force  make  recommendations  for  changes  in  the  Federal  and 
State  tax  codes  in  order  to  facilitate  the  purchase  of  long-term  care  insurance? 
Barriers  and  Incentives — Federal  tax  incentives  and  State  tax  incentives  might  help  to 
overcome  the  barriers  of  cost  of  insurance  and  lack  of  demand  for  long-term  care  (LTC) 
insurance. 

Discussion — For  many  years,  changes  in  Federal  and  State  tax  codes  have  been  pro- 
posed, and,  in  many  cases,  enacted  to  implement  change  in  a  wide  range  of  areas  without 
the  need  to  pass  legislation  that  clearly  increases  Government  spending.  While  proposals 
for  tax  revisions  affecting  LTC  insurance  are  relatively  recent,  over  fifteen  years  ago 
legislation  was  under  serious  consideration  by  the  Congress  to  provide  tax  incentives 
for  the  purchase  of  private  health  insurance.  This  paper  will  examine  the  various  sug- 
gestions that  have  been  made  for  tax  changes  concerning  LTC  to  determine  whether 
they  are  worthy  of  support  by  the  Task  Force.  It  is  important  to  be  aware  of  two  caveats. 
First,  the  Tax  Reform  Act  of  1986  eliminated  many  of  the  Tax  Code's  incentive  features. 
It  is  unclear  to  what  extent  the  Congress  would  want  to  reopen  the  Tax  Codes  to  pro- 
vide new  incentives.  Second,  any  changes  should  be  consistent  with  the  Task  Force's 
mission  and  definition  of  "long-term  care  insurance."  Finally,  the  tax  issues  involving 
prefunding  of  medical  benefits  and  providing  employers  with  tax  incentives  for  paying 
for  their  employees'  premiums  for  long-term  care  insurance  were  discussed  in  the  paper 
on  "Employer  and  Group  Concerns"  and  will  not  be  addressed  here. 

Currently,  the  Federal  tax  laws  are  of  relatively  little  assistance  in  promoting  LTC  in- 
surance, in  part  because  of  recent  restrictive  legislation.  The  enactment  of  TEFRA  in 
1982,  eliminated  the  separate  deduction  for  health  insurance  premiums.  Following  the 
enactment  of  the  Tax  Reform  Act  of  1986,  only  those  medical  expenses  including  in- 
surance premiums  in  excess  of  7.5  percent  of  the  adjusted  gross  income  of  the  taxpayer 
may  be  deducted.  A  taxpayer  may  include  amounts  paid  on  behalf  of  a  person  who 
qualifies  as  a  dependent.  It  is  unclear  how  many  taxpayers  will  be  able  to  deduct  any 
of  their  expenses  with  the  higher  threshold.  The  Code  also  provides  for  a  dependent 
care  tax  credit  to  taxpayers  for  employment-related  expenses  incurred  to  care  for  a  depen- 
dent or  spouse  who  is  physically  or  mentally  disabled.  Employment-related  expenses 
include  expenses  for  household  services,  day  care  centers  and  other  types  of  non- 
institutional  care  which  are  incurred  in  order  to  permit  the  taxpayer  to  be  gainfully 
employed.  However,  very  few  taxpayers  have  taken  advantage  of  this  credit  for  the  care 
of  their  elderly  dependents. 

According  to  the  National  Association  of  Insurance  Commissioners,  one  other  pro- 
blem with  the  tax  code  concerns  interest  on  reserves  for  LTC  insurance.1  Companies 
selling  LTC  insurance  must  accumulate  reserves  in  order  to  help  pay  for  future  benefits. 
Unlike  life  insurance,  the  interest  on  reserves  for  LTC  insurance  is  taxed  at  the  corporate 
rate  (34  percent).  If  companies  selling  LTC  insurance  pass  the  cost  of  this  tax  onto  their 
customers,  it  leads  to  higher  premiums. 

States  thus  far  have  done  little  to  provide  tax  incentives  to  encourage  LTC  insurance. 
The  major  exception  is  Colorado.  In  1986  Colorado  enacted  SB  1158  which  provides 
insurance  companies  a  1  %  reduction  in  their  premium  tax  rate  on  LTC  insurance  policies, 
provided  the  policy  meets  certain  standards  (such  as  providing  benefits  for  a  period  of 
not  less  than   12  months).  Consumers  of  such  policies  may  receive  an  itemized 
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deduction  on  their  state  income  tax  return,  equal  to  the  total  premiums  spent  for  LTC 
insurance  policies  which  meet  those  standards.  By  December  31,  1986,  19  policies  had 
qualified,  and  at  least  one  other  qualified  after  that  date.2  (Jnder  HB  1102,  Colorado 
permitted  the  interest  on  Individual  Medical  Accounts  to  be  accumulated  tax-free.  The 
maximum  deposit  is  $2,000  per  year  for  each  account  holder.  The  funds  may  be  used 
only  for  medical,  dental  and  long-term  care  expenses.  Beyond  the  increase  in  insurance 
products  filed,  it  is  much  too  early  to  evaluate  the  impact  of  the  two  bills.  Nevertheless, 
Colorado  should  be  commended  for  taking  the  initiative  in  this  area. 
What  Others  Have  Said — The  use  of  an  IRA  approach  to  finance  medical  care  has  receiv- 
ed considerable  attention  in  the  past  few  years.  As  early  as  1981,  William  Fullerton  pro- 
posed consideration  of  a  special  IRA  for  long-term  care.3  The  medical  IRA  concept 
received  further  impetus  from  two  sections  prepared  as  supplements  to  the  Report  of 
the  1982  Advisory  Council  on  Social  Security.  Council  member  Richard  W.  Rahn,  in 
suggesting  consideration  of  a  universal  "health  credit  account"  to  restructure  Medicare, 
also  proposed  a  tax  deductible  "health  bank  IRA."  While  Rahn  did  not  specify  using  the 
savings  for  long-term  care,  he  did  say  that  it  could  offset  hardships  occuring  because 
of  extended  illness  periods.4  Thomas  Burke,  the  Advisory  Council's  Executive  Direc- 
tor, proposed  an  alternative  under  which  the  Individual  Medical  Account  (IMA)  would 
be  used  to  cover  catastrophic  costs.  Here  too,  long-term  care  costs,  are  not  specified, 
and,  since  "catastrophic  expenses"  are  defined  by  a  factor  related  to  Medicare's  coin- 
surance, most  would  not  be  included.5 

Peter  J.  Ferrara,  in  proposing  Health  IRAs,  wrote  mostly  about  the  catastrophic 
coverage  that  would  be  made  available.  He  indicated  that  the  Health  IRAs  would  pro- 
vide a  new  source  of  funds  available  to  finance  long-term  care  in  nursing  homes  and 
other  institutions.6  Writing  in  the  FAH  Review,  Otis  R.  Bowen,  M.D.  (who  had  been 
nominated  for  Secretary  of  HHS  at  the  time  of  publication  of  the  article)  and  Burke  pro- 
posed a  restructuring  of  the  Medicare  benefit  package.  This  proposal,  however,  went 
further  by  proposing  that  the  IMA  be  used  for  catastrophic  chronic  care  expenses.  The 
authors  stated  that  at  the  age  of  40  or  45  a  future  Medicare  beneficiary  would  be  giving 
the  option  of  purchasing  an  IMA.  The  monies  placed  into  this  account  would  be  sheltered 
from  all  income  and  estate  taxes,  to  be  used  after  age  65  for  chronic  care  expenses 
only.7 

William  Anlyan,  Jr.  and  Joseph  Lipscomb  propose  the  establishment  of  a  National 
Health  Care  Trust  (NHCT)  Plan.8  An  NHCT  is  an  interest-earning  trust  fund  established 
in  the  employee's  family's  name.  The  Federal  Government  would  make  a  tax-free  transfer 
of  funds  into  the  account  each  year  that  would  vary  according  to  family  size,  income 
and  other  characteristics  that  might  predict  medical  expenditures.  As  it  applies  to  long- 
term  care,  upon  reaching  age  65,  a  family  member  could  use  funds  from  the  Health 
Care  Trust  Account  (HCTA)  dollar-for-dollar  to  pay  for  LTC  services.  Once  all  of  the  ac- 
count's joint  owners  retire,  the  Government  would  discontinue  all  grant  and  tax  benefits. 
The  authors  envision  the  HCTA  initially  as  a  supplement  to  Medicare,  paying  for  gaps 
in  LTC  services.  They  state  that  the  "emergence  of  a  critical  mass  of  HCTA  accounts — 
with  their  implied  aggregate  purchasing  power — would  likely  spur  the  introduction  of 
a  diverse  selection  of  private  LTC  insurance  policy  options."9 

The  Report  of  the  Department  of  Health  and  Human  Services  on  Catastrophic  Illness 
Expenses  recommended  that  "the  Federal  government  encourage  personal  savings  for 
long  term  care  through  a  tax-favored  Individual  Medical  Account  (IMA)  combined  with 
insurance,  and  amend  Individual  Retirement  Account  (IRA)  provisions  to  permit  tax-free 
withdrawal  of  funds  for  any  long-term  care  expense."10  Under  the  first  part  of  the  pro- 
posal, individuals  would  be  permitted  to  deposit  a  certain  amount  of  money  annually 
into  a  savings  account  which  would  be  restricted  for  use  on  long  term  care  expenses. 
Interest  accumulations  would  be  tax-free  and  withdrawals  would  not  be  taxed  or  penalized 
as  long  as  their  use  was  for  nursing  home  care.  The  principal  and  half  the  interest 
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could  be  used  by  the  individual  to  pay  for  nursing  home  expenses  incurred  after  age 
65.  The  remainder  of  the  interest  would  purchase  additional  nursing  home  care  or  LTC 
insurance  for  the  IMA  holders  who  had  exhausted  the  balance  in  their  personal  accounts. 
According  to  the  Department,  the  second  part  of  the  proposal  would  provide  the  oppor- 
tunity to  finance  a  full  range  of  care  that  would  allow  individuals  to  remain  in  the  least 
restrictive  environment  possible. 

There  have  been  a  number  of  other  tax  proposals  that  do  not  involve  the  IRA  approach. 
The  National  Chamber  Foundation  while  advocating  an  IRA  approach  also  suggests  allow- 
ing the  elderly  either  a  deduction  for  the  premiums  they  pay  for  LTC  insurance  (i.e., 
waiving  the  percentage  of  income  threshold)  for  deductible  medical  expenses  and  health 
insurance  premiums  or  allowing  lower  income  retirees  a  refundable  tax  credit  equal  to 
a  certain  percentage  of  the  premiums  for  LTC  insurance.  Other  possibilities  suggested 
by  the  Foundation  include  waiving  the  income  threshold  of  long-term  care,  making  such 
expenses  tax  deductible;  allowing  persons  caring  for  elderly  dependents  (or  responsi- 
ble for  covering  the  majority  of  nursing  home  expenses)  to  take  the  double  personal 
exemption  that  the  elderly  person  would  have  been  able  to  take;  giving  tax  credits  for 
those  who  purchase  day  care  for  elderly  relatives;  and  removal  of  State  premium  taxes 
on  LTC  policies.11  Representative  Mike  Bilirakis  (R.,Fla.)  is  planning  to  introduce  legisla- 
tion which  would  include  in-home  custodial  care  provided  to  parents  and  grandparents 
toward  the  threshold  of  that  member  of  the  family.  His  bill  also  would  make  withdrawals 
from  IRAs  tax  exempt  if  used  for  long-term  care  expenses  or  LTC  insurance.12  William 
Fullerton  suggests  increasing  the  personal  exemption  at  age  75  or  80  (in  addition  to 
the  increase  allowed  at  age  65).13  The  Department's  Catastrophic  Report  recommends 
establishing  a  50  percent  refundable  tax  credit  for  LTC  insurance  premiums  for  per- 
sons over  age  55,  up  to  an  annual  maximum  of  $100.14  The  National  Association  of 
Insurance  Commissioners,  as  well  as  the  Department  of  Health  and  Human  Services 
Report  favor  eliminating  the  tax  on  the  interest  on  LTC  insurance  reserves.15  The 
American  Health  Care  Association  supports  tax  incentives,  eliminating  the  maximum 
age  of  accrual  on  IRA  accounts,  and  allowing  deductions  for  IRA  contributions  made 
after  attaining  age  70  1/2. 16 

On  February  13,  1987,  President  Reagan  directed  the  Treasury  Department  to  study 
encouraging  personal  savings  for  LTC  through  a  tax-favored  IMA  combined  with  in- 
surance, and  amending  IRA  provisions  to  permit  tax-advantaged  withdrawal  of  funds 
for  LTC  expenses.  The  Treasury  Department  also  was  directed  to  study  development 
of  the  private  LTC  insurance  market  through  legislation  providing  tax  incentives  for  the 
purchase  of  such  care  by  individuals  or  employers. 

Options 

It  may  be  assumed  that  any  approach  involving  the  establishment  of  new  tax  incen- 
tives automatically  would  result  in  at  least  some  loss  of  Federal  (or  State  where  ap- 
propriate) revenues.  However,  this  in  itself  should  not  necessarily  inhibit  the  adoption 
of  one  or  more  recommendations  to  create  tax  advantages  for  LTC  insurance,  if  it  would 
be  the  best  approach  of  making  such  products  more  widely  available  and  more  frequently 
purchased.  Nevertheless,  the  loss  of  revenues  is  an  inherent  disadvantage  of  all  pro- 
posals that  will  be  discussed  below,  along  with  the  fact  that  Congress  andor  the  Ad- 
ministration may  not  want  to  look  into  new  tax  changes  after  passing  the  Tax  Reform 
Act  of  1986.  In  discussing  the  options,  these  two  problems  will  not  be  referenced  unless 
they  are  particularly  severe  for  a  given  option. 

A  separate  concern  with  many  tax  changes  is  the  extent  to  which  policies  must  be 
"approved"  to  qualify  for  tax  benefits.  Should  the  fact  that  a  company  is  certified  to 
sell  LTC  insurance  policies  in  one  State  be  sufficient  to  grant  purchasers  of  such  policies 
living  in  other  States  similar  tax  advantages?  Should  the  IRS  determine  that  one  policy 
is  worthy  of  tax-exempt  treatment  and  another  is  not  or  should  this  be  left  to  the  States? 
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What  criteria  should  be  used?  The  question  of  requiring  minimum  standards  as  a  trade- 
off for  tax  incentives  will  have  to  be  given  serious  consideration  if  any  new  form  of  tax 
preference  is  considered  appropriate,  and  will  be  discussed  at  the  end  of  the  paper. 

Option  I — Establish  an  IMA  combined  with  insurance,  to  be  used  for  nursing  home  ex- 
penses. While  this  could  be  done  in  a  number  of  ways,  the  approach  suggested  in  the 
Department's  Catastrophic  Report  may  be  a  reasonable  prototype.17 

Advantages 

1.  This  approach  encourages  personal  responsibility  for  long-term  care  needs. 

2.  Account  holders  who  do  not  have  to  use  their  investment  for  nursing  home  care 
will  be  able  to  leave  some  of  their  investment  to  their  heirs. 

3.  Many  of  the  upper  and  middle  income  people  who  strongly  favored  the  IRAs  as  they 
existed  prior  to  the  Tax  Reform  Act  of  1986  might  purchase  such  accounts. 

4.  Provides  a  tax  free  means  of  accumulating  funds  to  purchase  LTC  insurance. 

Disadvantages 

1.  The  IRA  approach  has  not  been  overwhelmingly  popular.  The  proportion  of  tax 
returns  filed  in  1984  with  IRA  contributions  was  only  15.4  percent.  While  that  was 
due  in  part  to  very  low  participation  rate  among  the  low  income  population,  relatively 
few  with  moderate  incomes  took  advantage  of  the  IRA. 

2.  It  is  unlikely  that  IMA  participation  would  receive  as  much  consideration  as  IRAs 
since,  unlike  IMAs,  the  IRAs  are  not  restricted  for  long-term  care  purposes. 

3.  The  value  of  this  approach  for  low  and  middle  income  people  is  questionable. 

4.  Congress,  having  fought  a  protracted  battle  to  limit  IRAs,  may  not  be  anxious  to 
reopen  the  fight  over  this  issue. 

Option  II — Establish  a  tax  credit  for  LTC  insurance  premiums. 

Advantages 

1.  A  tax  credit  could  encourage  low  and  middle  income  people  to  purchase  this 
insurance. 

2.  The  initial  costs  would  not  be  too  high  since  relatively  few  people  now  would  qualify 
for  the  credit. 

3.  If  the  tax  credit  were  set  high  enough,  it  could  make  the  difference  between  pur- 
chasing and  not  purchasing  insurance. 

4.  This  would  be  a  highly  visible  statement  by  the  Federal  Government  encouraging 
private  LTC  insurance. 

Disadvantaqes 

1 .  Even  with  the  tax  credit,  the  cost  of  the  insurance  might  be  too  high  for  most  lower 
and  middle  income  people. 

2.  It  is  difficult  to  estimate  the  revenue  loss  attributable  to  this  proposal. 

Option  III — Provide  tax  incentives  for  people  who  pay  the  LTC  insurance  premiums 
for  their  parents. 

Advantaqes 

1 .  This  could  enable  people  who  are  considering  buying  such  insurance  for  their  parents 
to  purchase  such  coverage. 

2.  By  learning  about  the  concept  of  LTC  insurance,  younger  people  might  consider 
buying  such  policies  for  themselves  as  well. 
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Disadvantages 

1.  Unless  it  were  combined  with  tax  advantages  for  aged  people  who  buy  their  own 
LTC  policies,  there  are  major  questions  of  equity.  If  both  types  of  tax  incentives 
are  used,  the  loss  of  Federal  revenues  could  be  considerable. 

2.  There  could  be  the  possibility  of  abuse.  For  example,  the  children  paid  the  premi- 
um payments  to  claim  the  tax  deduction  but  were  subsequently  reimbursed  by  their 
parents.  (This  would  be  much  more  likely  if  the  parents  could  not  claim  a  deduc- 
tion or  credit  on  their  own.) 

Option  IV — As  a  corollary  to  any  of  the  above  options,  provide  for  a  sunset  provision 
of  5-10  years,  after  which  the  tax  benefits  would  be  automatically  repealed. 

Advantages 

1.  This  would  place  the  tax  advantages  at  the  time  when  they  are  most  needed — to 
serve  as  the  impetus  for  the  growth  of  LTC  insurance. 

2.  The  loss  of  revenues  in  the  early  years  should  be  far  less  than  in  later  years,  since 
fewer  people  could  be  expected  to  take  advantage  of  the  tax  incentives  initially. 

Disadvantages 

1.  Laws  that  have  sunset  requirements  frequently  are  extended  by  legislatures,  and 
there  is  little  reason  to  believe  that  this  area  would  be  any  different. 

2.  The  Federal  deficit  is  expected  to  be  high  over  the  next  few  years,  the  same  period 
of  time  that  the  tax  incentives  would  remain  in  effect. 

Option  V — Revise  the  requirements  for  IRAs  either  to  remove  the  requirement  that  in- 
dividuals begin  withdrawals  from  their  IRA  savings  by  the  end  of  the  year  in  which  they 
reach  age  70  1/2,  allow  them  to  contribute  to  an  IRA  after  reaching  70  1/2  and/or  per- 
mit individuals  to  withdraw  funds  from  the  IRA  to  pay  for  LTC  insurance  without  pay- 
ment of  taxes  after  age  65. 

Advantages 

1.  All  of  these  alternatives  would  help  promote  the  IRA  as  a  vehicle  for  funding  LTC. 

2.  Since  relatively  few  people  need  LTC  services  prior  to  age  75,  the  current  IRA  age 
and  distribution  requirements  do  little  to  encourage  savings  for  LTC  beyond  age 
70  1/2. 

Disadvantages 

1.  If  such  changes  are  made  to  IRAs  for  LTC  purposes,  there  will  be  pressure  to  make 
changes  for  other  purposes  as  well. 

2.  It  is  not  likely  that  these  proposals  will  do  much  to  convince  low  and  middle  in- 
come people  to  purchase  IRAs. 

Option  VI — Permit  the  interest  on  reserves  for  LTC  insurance  policies  to  be  tax  free 
(We  assume  the  NAIC  Report  is  correct  on  this  issue,  but  have  requested  specific  clarifi- 
cation from  the  Department  of  the  Treasury). 

Advantages 

1 .  It  would  give  LTC  insurance  policies  the  same  kind  of  treatment  given  to  life  insur- 
ance policies  which  also  involves  the  accumulation  of  reserves  over  a  long  period 
of  time. 

2.  Market  forces  would  encourage  a  reduction  in  premiums. 

3.  If  the  savings  were  passed  along  to  the  consumer,  it  could  result  in  significantly 
lower  premium  rates.  One  estimate  is  that  the  premiums  at  age  65  could  be  reduced 
by  about  16  percent,  and  if  purchased  at  age  50  with  contributions  leading  to  paid 
up,  coverage  at  65,  the  premium  would  be  reduced  by  about  47  percent.18 
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4.  This  would  favor  earlier  purchase  of  the  insurance.  A  study  showed  that  the  cost 
of  a  sample  policy,  without  the  tax  on  reserves,  would  be  about  44  percent  less 
at  age  40  than  if  begun  at  age  50.  With  the  tax  on  reserves,  the  same  policy  would 
cost  28  percent  less  at  age  40. 19 

Disadvantage 

1.  There  would  be  no  guarantee  that  the  savings  would  be  passed  on  to  consumers. 
If  market  forces  do  not  work  in  this  instance,  the  loss  of  revenues  would  not  be 
compensated  by  the  increased  sale  of  LTC  insurance. 

Option  VII — States  should  enact  legislation  to  provide  tax  incentives  for  LTC  insurance 
policies  sold  within  their  State. 

Advantages 

1.  Those  States  that  are  in  good  financial  condition  would  be  in  a  better  position 
than  the  Federal  Government  to  offer  tax  incentives  at  this  time. 

2.  Regulation  of  insurance  is  a  State  responsibility. 

3.  This  option  could  result  in  a  variety  of  approaches  being  tried,  and  the  States  could 
serve  as  a  laboratory  for  possible  future  Federal  tax  proposals. 

4.  It  would  increase  awareness  of  LTC  insurance  both  within  that  State  and  in  other 
States  through  publicity  given  to  the  legislation. 

Disadvantages 

1.  If  only  a  few  States  choose  to  provide  the  tax  advantages,  relatively  few  new  LTC 
insurance  policies  will  result. 

2.  Even  in  those  States  that  do  enact  such  legislation,  it  is  not  likely  that  the  incen- 
tives will  by  themselves  be  sufficient  to  attract  customers,  without  Federal  tax 
changes  as  well. 
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OPTIONS  FOR  PROMOTING  LONG-TERM  CARE  INSURANCE 
THROUGH  THE  TAX  SYSTEM 

OPTION  I 

Allow  employees  to  make  a  tax-free  transfer  of  their  vested  interest  in  funds  meant 
to  provide  for  post-retirement  income  in  order  to  purchase  an  insurance  contract  to  pro- 
vide long-term  care.  (The  Task  Force  has  endorsed  the  MAIC  model  law.) 

This  would  require  changing  the  tax  law  to: 

•  Specifically  recognize  long-term  care  insurance  as  a  tax-favored  instrument, 

•  Allow  transfers  from  pension  funds  to  purchase  long-term  care  insurance  to  be  tax 
free,  and 

•  Allow  benefits  received  under  such  insurance  arrangements  to  be  excluded  from 
the  recipient's  income  for  tax  purposes. 

Advantages 

1.  This  proposal  would  increase  awareness  of  future  long  term  care  needs. 

2.  It  would  create  the  greatest  incentive,  within  existing  economic  and  cost  constraints, 
for  individuals  to  make  provision  for  their  future  long-term  care  needs. 

3.  It  would  use  the  existing  ERISA  rules  for  vesting  and  assuring  non-discriminatory 
practices. 

4.  It  would  not  increase  labor  costs  to  the  employer. 

5.  It  would  lead  to  increased  saving  for  the  provision  of  future  long-term  care  needs. 

6.  It  would  ultimately  lead  to  an  increase  in  aggregate  U.S.  saving  because  it  makes 
post-retirement  employee  benefits  more  attractive. 

Disadvantages 

1.  It  would  eventually  result  in  a  revenue  loss  to  the  Federal  government. 

2.  It  is  subject  to  the  current  limits  on  pension  contributions. 

3.  It  would  not  immediately  increase  aggregate  saving. 

OPTION  II. 

The  provision  should  be  extended  to  include  the  employee's  spouse. 

Advantages 

1.  This  would  provide  more  uniform  treatment  across  workers  because  the  employ- 
ment benefits  of  workers  in  community  property  states  are  already  partially  owned 
by  the  spouse. 

2.  This  would  be  consistent  with  the  treatment  of  spouses  under  ERISA. 

3.  It  would  widen  the  potential  range  of  participation  in  the  program. 

Disadvantages 

1.  It  would  reduce  post-retirement  income  for  other  purposes  by  more  than  the  origi- 
nal proposal. 

2.  It  could  open  the  door  for  extension  to  other  family  members  or  dependents. 

3.  It  would  increase  the  complexity  of  the  insurance  instrument  itself. 


185 


OPTION  III. 

The  type  of  acceptable  insurance  policy  should  be  guaranteed  renewable,  non-cash 
value,  and  provide  for  an  optional  reduced  paid-up  benefit  upon  cessation  of  payment 
prior  to  a  designated  maturity  date. 

Advantages 

1.  This  would  provide  portability  of  benefits  to  employees  who  change  jobs. 

2.  The  non-cash  value  feature  makes  the  tax  consequences  simpler  because  the  poli- 
cy would  represent  only  "pure"  insurance  and  not  investment. 

3.  This  would  allow  workers  who  change  jobs  to  maintain  the  same  coverage  at  almost 
the  same  cost  as  to  workers  who  remain  with  the  same  employer. 

Disadvantages 

1.  This  would  reduce  the  flexibility  of  insurers  to  offer  long-term  care  insurance. 

2.  This  would  add  to  the  administrative  burden  of  employers,  employees,  and  insurers. 

OPTION  IV. 

Allow  defined  benefit  plans  to  trade-off  future  benefits  for  long-term  care  insurance. 

Advantages 

1.  This  would  allow  the  80  percent  of  employees  in  medium  to  large  firms  who  have 
these  plans  to  expand  their  pool  of  funds  to  finance  long-term  care  insurance. 

2.  This  would  expand  potential  participation  because  some  employees  would  have  only 
these  types  of  plans  available. 

Disadvantages 

1.  This  would  require  an  extensive  revision  of  existing  defined  benefits  plans. 

2.  These  revisions  necessarily  involve  administrative  costs  to  the  employer. 

OPTION  V. 

Allow  annuity,  stock  bonus  plans,  and  employee  stock  ownership  plans  to  convert 
existing  financial  instruments  into  long-term  care  insurance  without  tax  consequences. 

Advantages 

1.  This  would  allow  the  over  25  percent  of  employees  in  medium  to  large  firms  who 
have  these  plans  to  expand  their  pool  of  funds  to  finance  long-term  care  insurance. 

2.  This  would  expand  potential  participation  because  some  employees  would  have  only 
these  types  of  plans  available. 

Disadvantages 

1.  This  would  require  some  complex  tax  law  changes  to  allow  the  tax-free  conversion 
of  common  stocks  and  annuities  in  order  to  purchase  the  insurance. 

2.  Some  will  argue  that  this  conversion  entails  a  significant  revenue  loss. 

OPTION  VI. 

The  Task  Force  specifically  recommend  that  long-term  care  insurance  contracts  be 
taxed  under  the  life  insurance  rules. 

Advantages 

1 .  This  enhances  the  value  of  premiums  paid  by  employees  and  therefore  reduces  the 
total  cost  of  the  policy. 

2.  This  makes  earlier  purchase  of  long-term  care  insurance  economically  attractive 
to  workers. 

3.  This  recognition  would  clarify  the  tax  status  of  long-term  care  insurance  vis-a-vis 
other  types  of  insurance. 
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Disadvantages 

1.  This  could  mean  some  minor  loss  of  Federal  tax  revenue. 

2.  This  will  require  the  Congress  to  recognize  long-term  care  insurance  as  a  distinct 
product. 

OPTION  VII. 

Allow  workers  in  welfare  benefit  plans,  including  cafeteria  plans,  to  trade-off  current 
benefits  for  long-term  care  insurance. 

Advantages 

1 .  This  would  open  up  another  pool  of  funds  which  could  be  used  to  finance  long-term 
care  insurance. 

2.  This  would  increase  the  available  options  in  constructing  employee  welfare  benefit 
plans. 

Disadvantages 

1.  The  number  of  workers  with  these  type  of  plans  is  quite  limited. 

2.  All  workers  with  these  plans  would  have  an  alternative  method  to  purchasing  long- 
term  care  insurance  either  through  their  employer-sponsored  pension  plan  or  through 
setting  up  an  IRA. 

3.  It  would  increase  the  complexity  of  the  tax  law  because  welfare  benefit  plans  are 
primarily  intended  to  provide  current,  rather  than  prospective,  benefits  to  employees. 

OPTION  VIII. 

The  provision  should  be  extended  to  include  the  employee's  non-dependent  parents. 

Advantages 

This  would  widen  the  potential  range  of  participation  in  the  program. 

Disadvantages 

1.  It  would  reduce  post-retirement  income  for  other  purposes  by  more  than  the  origi- 
nal proposal. 

2.  It  would  require  an  extensive  revision  of  tax  principles  and  laws. 

3.  It  would  increase  the  complexity  of  the  insurance  instrument  itself. 
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TAX  POLICIES  TO  PROMOTE  LONG-TERM  CARE 


The  Task  Force  has  considered  a  number  of  specific  proposals  to  use  the  tax 
system  to  encourage  the  purchase  of  long-term  care  insurance.  This  section  discusses 
the  general  question  of  using  the  tax  system  to  promote  long-term  care  insurance,  and 
the  next  section  provides  specific  analyses  of  several  proposals. 

I.  Incentives  Through  the  Tax  System 

The  government  could  affect  the  market  for  long-term  care  by  changing  tax 
treatment  for  any  of  the  three  other  participants  in  the  market  ~  providers,  consumers, 
or  private  insurers.  Although  subsidies  through  the  tax  system  serve  the  same  purpose 
as  direct  payments,  the  fiscal  effects  of  the  two  approaches  are  different. 

The  revenue  loss  of  a  tax  program  understates  the  true  cost  to  the  government.  In 
the  case  of  a  direct  payment  program,  the  recipient  would  include  the  government  grant 
in  net  income  and  pay  tax  on  it.  Thus,  the  cost  of  the  direct  payment  program  to  the 
government  is  lower  by  the  amount  of  tax  paid  on  the  grant. 

Alternatively,  the  tax  subsidy  could  be  transformed  into  an  equivalent  outlay.  The 
Treasury  Department  estimates  that  in  1988  the  exclusion  of  employer  contributions  for 
medical  insurance  premiums  and  medical  care  will  result  in  a  net  revenue  loss  of 
$24.2  billion.  This  is  equivalent  to  paying  employees  $30.2  billion  directly  and  having 
the  grant  included  in  their  tax  base.* 


Tax  Incentives  to  Individual  Consumers 

Several  of  the  Task  Force  options  would  use  the  tax  system  to  lower  the  consumer's 
cost  of  long-term  insurance.  Some  proposals  would  allow  individual  taxpayers  to  deduct, 
or  take  as  a  credit,  some  portion  of  their  income  that  is  saved  for  the  purpose  of 
buying  long-term  care  insurance.  Others  would  treat  long-term  care  insurance  as 
another  tax-free  employer-provided  fringe  benefit.  In  both  cases,  the  cost  of  long-term 
care  insurance  would  be  reduced  by  the  reciprocal  of  one  minus  the  individual's  marginal 
tax  rate. 

The  effectiveness  of  proposals  such  as  these  depends  upon  the  answers  to  two 
empirical  questions.  First,  are  marginal  tax  rates  high  enough  to  affect  significantly 
the  price  facing  the  consumer?  Second,  how  responsive  is  the  demand  for  long-term 
care  to  changes  in  its  price? 

Table  1  shows  the  average  marginal  tax  rates  by  income  class  in  the  United  States 
after  The  Tax  Reform  Act  of  1986  (H.R.  3838).  The  overall  average  marginal  tax  rate  in 
1987  is  24  percent,  will  decrease  to  22.7  percent  in  1988,  and  remain  fairly  constant 
thereafter.  Marginal  tax  rates  by  income  class  range  from  3.6  percent  for  the  lowest 


1  Office  of  Management  and  Budget,  Budget  of  the  United  States  Government,  Special  Analyses, 
Fiscal  Year  1988,  pp.  G-40,  G-45. 
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20  percent  of  the  taxpaying  population  to  32  percent  for  the  highest  20  percent.  For 
60  percent  of  the  taxpaying  population,  the  marginal  tax  rates  are  below  16.5  percent. 
About  15  percent  of  the  U.S.  population  do  not  have  sufficient  taxable  income  to  file. 

Thus,  for  the  majority  of  Americans,  tax  subsidies  can,  at  most,  reduce  the  cost  of 
long-term  care  insurance  by  16  percent  or  increase  the  purchasing  power  of  each  dollar 
saved  by  19  percent.  This  would  be  equivalent  to  raising  the  rate  of  return  on  a 
financial  investment  yielding  7  percent  to  8.33  percent.  Normal  changes  in  Federal 
Reserve  Board  policy  cause  larger  swings  in  the  returns  available  to  investors  than  this 
and  do  not  produce  large  changes  in  the  amount  of  savings. 

Current  estimates  indicate  that  approximately  300,000  long-term  care  policies  are  in 
force.2  For  argument  sake,  let  us  assume  that  increasing  awareness  alone  brings  the 
number  of  policies  to  3  million.  Let  us  further  assume  an  extraordinarily  high  response 
on  the  part  of  consumers  to  a  change  in  price.3  Under  this  assumption,  a  16  percent 
reduction  in  price  through  tax  incentives  would  another  add  1.5  million  subscribers. 

However,  note  that  the  original  3  million,  pre-tax  change  policyholders  also  receive 
the  tax  break.  This  raises  the  cost  of  each  additional  dollar  of  saving.  The  normal 
rule-of-thumb  used  by  Treasury  staff  is  that  one  dollar  in  revenue  loss  yields  a  dollar 
in  additional  subsidized  investment.  While  this  is  probably  an  understatement,  the 
response  could  not  be  much  more  than  $2  or  $3  of  additional  investment  for  each  $1  of 
tax  loss.  Thus,  the  tax  incentive  approach  is  likely  to  require  large  revenue  losses  to 
encourage  significantly  higher  investment  in  long-term  care!  This  is  one  of  the  reasons 
that  proposals  of  this  nature  are  likely  to  meet  with  resistance. 

Empirical  evidence  suggests  that: 

o        based  on  existing  marginal  tax  rates,  the  inducement  to  save  for  long-term  care 
would  be  minimal  for  most  Americans, 

o        most  of  those  receiving  the  tax  subsidy  would  have  participated  without  the  tax 
incentive,  thus 

o        the  costs  of  additional  participation  are  quite  high. 

Employer-provided  Benefits 

Another  genre  of  tax  programs  is  the  employer-provided  benefit.  In  this  case, 
employees  receive  various  types  of  health,  pension,  or  other  benefits  and  do  not  include 
their  value  in  taxable  income. 

Over  the  last  decade  the  trend  has  been  to  limit  the  tax-free  status  of  fringe 
benefits.  This  trend  is  almost  certain  to  continue  for  several  reasons.  Tax-free 
employee  benefits  not  only  cut  into  the  income  tax  base  but  into  the  social  security- 


high. 


2  Internal  HHS  Long  Term  Care  Task  Force  staff  estimate. 

5  This  assumes  a  price  elasticity  of  demand  of  -3.  Price  elasticities  of  -1  are  considered  quite 
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medicare  payroll  tax  base.4  It  is  also  argued  that  broadening  the  tax  base  increases 
equity  between  industries. 

Some  advocate  that  certain  types  of  benefits  be  universally  mandated.  The  major 
problem  with  this  approach  is  that  it  uniformly  raises  the  cost  of  labor  to  all  U.S.  firms 
without  a  compensating  increase  in  the  supply  of  labor.  Because  labor  represents  two- 
thirds  of  the  cost  of  U.S.  goods  and  services,  this  would  increase  the  cost  of  U.S. 
products  relative  to  all  others. 

Tax  Incentives  for  Insurers 

Insurance  contracts  have  two  major  elements.  One  is  financial  protection,  or 
"pure"  insurance,  against  damage  or  loss.  The  other  aspect  is  investment  which  accrues 
value  like  any  other  asset. 

Insurance  companies  currently  receive  tax-free  treatment  on  the  pure  insurance 
portion  of  insurance  contracts.  This  means  that  current  premiums  are  offset  by  accrued 
future  liabilities  for  purposes  of  computing  the  tax  base.  This  treatment  results  in 
lower  premiums  needed  to  provide  future  coverage. 

There  is  no  reason  that  long-term  care  insurance  reserves  should  receive  a  different 
tax  treatment  than  other  insurance  reserves,  such  as  life  insurance. 


4  Payroll  taxes  are  an  increasingly  important  source  of  revenue  to  the  Federal  government.  The 
14.3  percent  combined  employer-employee  payroll  tax  rate  constitutes  are  larger  tax  for  many 
individuals  than  the  personal  income  tax. 
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II.  Analyses  of  Specific  Proposals 

Individual  Tax  Incentive  Options 

Option  A.  Individual  Medical  Account 

The  Department  of  Health  and  Human  Services  has  recommended  the  establishment 
of  a  tax-favored  savings  device  similar  to  the  Individual  Retirement  Account  that  would 
provide  for  the  post-retirement  health  needs  of  individuals.  This  account  would  allow 
individuals  to  make  tax-deductible  contributions  during  their  working  years.  Funds  in 
the  account  would  be  allowed  to  accumulate  tax-free  and  could  be  used  to  purchase 
long-term  care  insurance. 

This  approach  emphasizes  the  need  to  provide  additional  private  saving  today  in 
order  to  finance  the  future  needs  of  current  workers.  The  increased  rate  of  return 
available  to  workers  will  result  in  an  increase  in  the  amount  of  their  current  income  set 
aside  to  finance  long-term  care.  This  additional  saving  will  ultimately  result  in 
increased  future  productive  capacity.  The  higher  output  will  help  finance  long-term 
care  in  lieu  of  higher  taxes  on  future  workers.  This  approach  increases  the  size  of  the 
"pie"  at  the  time  when  additional  resources  are  needed  to  provide  long-term  care 
services. 

However,  there  are  two  major  problems  with  this  proposal.  First  is  the  limited 
appeal  of  the  tax  incentives  themselves.  In  order  for  the  incentive  to  increase, 
employees  must  be  paying  tax  at  marginal  rates  sufficient  to  make  the  IMA  attractive. 
As  Table  1  shows,  many  workers  currently  pay  low  personal  income  tax  rates.  The 
experience  of  IRA  participation  suggests  that  only  16  percent  of  returns  filed  in  1985 
claimed  IRA  deductions.  Because  the  IMA  would  be  more  limited  in  purpose, 
participation  would  most  likely  be  even  less.  Further,  primary  usage  would  be  by  higher 
income,  higher  tax  rate  individuals,  which  would  undoubtedly  be  criticized  as  unfair. 
Finally,  the  Tax  Reform  Act  of  1986  significantly  reduced  the  marginal  tax  rate  facing 
most  workers.  This  will  further  reduce  participation  relative  to  the  1985  experience. 

This  last  point  was  a  central  issue  in  the  tax  debate  and  highlights  the  second 
major  problem.  The  Congress  in  the  1986  Act  felt  that  the  limited,  upper  income 
participation  in  the  IRA  program  led  to  an  excessive  revenue  loss.  As  a  result,  the 
initial  tax  deduction  was  removed  for  upper  income  taxpayers  who  are  covered  by  an 
employer  retirement  plan.  The  revenue  gained  from  this  provision  was  substantial. 
Conversely,  the  revenue  loss  from  implementing  an  IMA  could  be  substantial,  making  the 
proposal  less  palatable  to  the  Congress. 

Government  revenue  is  reduced  first  by  the  initial  deduction  times  the  taxpayer's 
marginal  tax  rate  and  further  reduced  by  the  tax  rate  times  the  income  earned  by  the 
assets  in  the  account  each  subsequent  year.  Some  of  the  revenue  is  returned  when  the 
proceeds  of  the  account  are  taxed  as  they  are  paid  out.  However,  this  recoupment 
occurs  slowly  over  a  number  of  years  because  most  workers  do  not  begin  withdrawing 
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funds  until  after  retirement.5  Therefore,  the  net  revenue  position  of  the  government 
would  be  negative  for  a  number  of  years. 

Option  B.    A  Tax  Credit  for  the  Purchase  of  Long-term  Care  Insurance 

A  tax  credit  would  also  increase  the  appeal  of  long-term  care  insurance.  This 
would  answer  some  of  the  fairness  considerations  posed  by  the  IMA  approach.  Because 
the  credit  would  not  depend  on  the  tax  rate  of  the  individual  taxpayer,  its  benefits 
would  be  more  uniform.  However,  it  would  be  unavailable  to  those  employees  who  pay 
no  personal  income  tax. 

The  purchase  of  an  insurance  policy  under  this  proposal  would  be  the  equivalent  of 
tax-free  compounding  in  an  IMA  if  the  insurance  company  is  allowed  tax-free  build-up 
of  reserves.  However,  it  is  not  clear  that  current  tax  laws  would  permit  this  feature. 

The  tax  credit  could  provide  the  same  average  tax  benefit  to  individuals  as  an  IMA 
plan  at  a  somewhat  reduced  total  revenue  cost.  However,  the  saving  effect  would  also 
be  reduced.  The  reduction  of  the  incentive  for  upper  income  individuals  would  lead  to 
lower  participation.  This  would  be  offset  by  higher  participation  from  lower  income 
individuals.  The  net  result  would  be  lower  program  participation  overall  due  to  the 
reduced  financial  ability  to  save  by  lower  income  individuals.  The  revenue  losses 
associated  with  this  proposal  would  again  occur  at  the  beginning  of  the  program. 

Sub-option  for  A.  &  B.  Extend  the  Coverage  to  Spouse,  Parents,  or  Other 

Dependents 

The  tax  law  makes  explicit  rules  for  the  treatment  of  transfers  to  family  members 
and  other  dependents.  In  general,  a  married  couple  is  treated  as  a  single  unit.  This  is 
primarily  due  to  the  number  of  states  which  have  community  property  laws  that  treat 
income  of  one  spouse  as  equal  property  of  both.  The  tax  rules  in  effect  assume  that 
income  is  equally  split  between  the  couple  and  thus  averaged  for  tax  purposes.  This  is 
why  the  tax  rate  brackets  for  joint  returns  are  approximately  double  those  for  single 
returns. 

Spousal  coverage  would  seem  possible  under  this  general  rule.  However,  extension  to 
other  family  members  is  less  certain. 

The  tax  rules  for  other  intra-family  transfers  are  structured  to  prevent  a  family 
from  averaging  its  income  across  all  members.  Living  expenses  for  minor  children  are 
not  taxable.  However,  the  rules  were  changed  in  the  1986  Act  to  prevent  parents  from 
transferring  income  to  minor  children  to  take  advantage  of  lower  tax  rates.  Minor 
children,  however,  are  not  the  focus  of  long-term  care  provision. 

Dependents  other  than  minor  children  living  in  the  taxpayer's  house  receive  similar 
treatment  if  their  gross  income  is  less  than  the  personal  exemption.6  The  taxpayer 


5  Because  some  taxpayers  apparently  also  used  IRAs  as  a  means  for  short  term  savings,  the 
Congress  stiffened  the  penalties  for  early  withdrawal. 

6  The  personal  exemption  in  1985  is  $2,000. 
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must  also  provide  a  substantial  part  of  their  support.  In  essence,  this  requires  that 
these  dependents  do  not  have  significant  other  means  of  support.  In  the  case  of 
dependent  parents,  it  could  be  possible  to  extend  tax-favored  treatment  to  purchase 
long-term  for  them. 

The  extension  of  tax  benefits  to  non-dependent  parents  would  run  contrary  to 
existing  tax  law.  Transfers  from  an  individual  to  non-dependent  parents  would  be  a  gift 
and  subject  to  tax.  This  would  defeat  any  incentives  provided  by  tax-exempt  status. 
Further,  the  purchase  of  long-term  care  insurance  for  one's  parents  is  better  viewed  as 
acquiring  insurance  for  the  value  of  the  parent's  estate.  That  seems  to  violate  the 
proposal's  stated  purpose  to  accumulate  now  for  future  needs. 

Employer-Provided  Benefits 

Option  C.    Provide  Employers  with  Tax  Incentives  for  Paying  Part  or  All  the 
Employee's  Long-term  Care  Premiums 

Long-term  care  insurance  is  part  of  the  expenses  an  employee  must  face  after 
retirement.  Employers  currently  can  deduct  payments  paid  to  provide  post-retirement 
income  in  general.  This  proposal  would  represent  an  addition  to  employer  compensation 
costs  unless  the  tax  incentive  completely  offsets  the  premiums. 

No  employer  will  provide  these  benefits  unless  employees  give  up  some  other  form  of 
compensation. 

A  new  program  of  this  type  would  require  regulations  to  assure  that  the  new 
incentive  system  is  not  abused.  For  example,  the  Employee  Retirement  Income  Security 
Act  of  1974  (ERISA)  was  enacted  to  police  private  pensions.  There  is  evidence  that 
ERISA  has  led  to  a  lower  overall  pension  participation  rate  by  workers.  Regulation  of 
long-term  care  benefits,  and  the  attendant  reporting  requirements,  would  likewise  reduce 
the  likelihood  that  employers  would  adopt  these  plans. 

Option  D.  Mandate  that  Health  Benefit  Plans  Include  Long-term  Care  Insurance 

Ninety-six  percent  of  employees  in  medium  to  large  size  firms  are  covered  by  health 
insurance  plans.  This  proposal  would  require  that  the  provision  of  long-term  care 
insurance  be  a  mandatory  vested  portion  of  any  health  benefit  plan.  The  added  cost 
burden  on  employers  would  cause  a  number  of  them  to  discontinue  their  health  benefit 
plans  altogether.  While  this  may  provide  long-term  care  insurance  for  some  workers,  it 
would  clearly  deprive  a  number  of  workers  from  receiving  current  medical  benefits. 

Option  E.    Allow  Employers  to  Convert  Post-Retirement  Medical  Benefits  into  Cash 
Payments 

Under  this  proposal,  retired  employees  would  receive  the  cash  value  of  premiums  that 
employers  would  otherwise  use  to  pay  for  post-retirement  medical  benefits.  The  cash 
could  be  used  to  purchase  long-term  care  insurance,  other  medical  coverage,  or  other 
goods  and  services  in  general.  To  the  extent  that  retirees  spend  the  money  for  non- 
medical purposes,  Medicare  and  Medicaid  expenditures  would  increase. 
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Tax  Incentives  to  Insurers 

Option  F.    Permit  the  Interest  on  Reserves  for  Long-term  Care  Insurance  Explicitly  to 
Be  Tax-free 

Long-term  care  policies  differ  slightly  from  other  insurance.  Because  they  are 
relatively  new,  current  tax  law  is  vague  concerning  their  treatment.  Explicit 
recognition  of  tax-free  status  would  settle  the  matter.  This  would  give  long-term  care 
insurance  policies  the  same  tax  treatment  received  by  life  insurance  policies.  The  "life" 
method  of  taxation  specifies  the  tax  consequences  of  reserve  accumulation  over  a  long 
period  of  time.  Future  liabilities  are  evaluated  in  pretax  terms  thereby  reducing  the 
premiums  needed  to  insure  against  those  liabilities.  This  treatment  increases  the  value 
of  earlier  insurance  purchases  because  the  tax-free  accumulation  leads  to  greater 
reductions  in  premiums  over  longer  periods  of  time. 


Aldona  Robbins 

Gary  Robbins 

Fiscal  Associates,  Inc. 

May,  1987 
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Table  1 


AVERAGE  MARGINAL  TAX  RATES 
UNDER  THE  TAX  REFORM  ACT  OF  1986  (H.R.  3838) 

(in  percent) 


AGI  Class  1987       1988       1989      1990       1991       1992       1996 

All  returns,  total  24.0       22.7       22.7       22.8       22.8       22.9       23.5 


Lowest  Quintile* 
Second  Quintile 
Middle  Quintile 
Fourth  Quintile 
Highest  Quintile 

Non-filers  0.0         0.0         0.0         0.0         0.0         0.0         0.0 


3.6 

3.2 

3.9 

3.9 

3.9 

3.9 

4.5 

17.5 

16.0 

16.0 

16.0 

16.0 

16.0 

16.3 

16.4 

15.9 

16.2 

16.2 

16.3 

16.3 

16.7 

22.1 

20.8 

20.9 

20.9 

20.9 

20.9 

21.2 

32.0 

30.1 

30.1 

30.1 

30.1 

30.1 

30.1 

Fiscal  Associates,  Inc. 

March  24,  1987 


A  quintile  is  20  percent  of  the  tax  returns  ranked  by  adjusted  gross  income. 
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by 
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PROMOTING  LONG-TERM  CARE  INSURANCE 

THROUGH 
EXISTING  POST  RETIREMENT  PROGRAMS 

I.  Background 

There  is  growing  concern  that  demands  for  long-term  care  will  increase,  perhaps 
dramatically,  with  the  aging  of  today's  baby  boom  generation.  Over  the  coming  decades, 
the  proportion  of  the  population  age  65  and  over  will  double.  The  proportion  age  85 
and  over,  who  have  the  highest  long-term  care  utilization  rates,  will  quadruple. 

There  is  also  greater  awareness  that  these  increasing  demands  will  require  substantial 
resources.  The  central  public  policy  issue  addressed  in  this  paper  concerns  what  society 
should  do  today  to  provide  for  future  long-term  care  needs.  There  are  essentially  three 
ways  to  address  to  this  problem: 

1.  Place  total  reliance  on  the  individual  to  perceive  the  problem  and  make 
appropriate  provisions, 

2.  Place  total  reliance  on  the  taxing  power  of  the  government  to  make  provision 
for  all  individuals,  or 

3.  Use  government  policy  to  educate  individuals  as  to  the  problem  and  encourage 
them  to  make  their  own  provision  to  the  extent  possible.  The  government 
remains  the  provider  of  last  resort. 

The  first  approach  assumes  that  the  individual  is  able  to  perceive  the  problem 
correctly  and  that  the  market  will  provide  financial  instruments  to  facilitate  current 
provision  for  future  needs.  If  the  assumptions  are  incorrect,  too  many  people  will  be 
without  the  means  to  pay  for  long-term  care  in  the  future. 

The  second  approach  takes  the  view  that  the  government  must  take  full  responsibility 
because  individuals  are  incapable  of  perceiving  the  problem  and/or  the  market  will  not 
provide  the  appropriate  financial  vehicles.  This  approach  encourages  people  not  to  plan 
and  penalizes  those  who  do.  Depending  upon  how  government-provided  long-term  care 
is  financed,  it  can  also  affect  the  total  amount  of  output  available  for  all  purposes. 

The  third  approach  avoids  the  problems  of  the  other  two.  The  government  promotes 
awareness  through  the  creation  of  new  vehicles  that  individuals  can  use  to  provide  for 
future  needs.  It  encourages  saving  through  increasing  the  return  received  by  the 
individual.  It  rewards  those  who  do  plan  and  is  neutral  to  those  who  do  not. 

The  specific  objectives  of  the  combined  individual-government  approach  are  to 
(1)  increase  awareness  as  much  as  possible  and  (2)  create  the  greatest  incentive  for 
individuals  to  provide  for  their  own  future  long-term  care  needs.  These  objectives, 
combined  with  the  current  economic  and  budgetary  climate,  imply  that  the  plan  should 
be  structured  so  that  it  will: 
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o  Encourage  as  wide  a  range  of  participation  as  possible, 

o  Be  voluntary  rather  than  a  new  tax, 

o  Not  adversely  affect  employer  costs, 

o  Not  adversely  affect  government  revenues,  and 

o        Minimize  the  need  for  new  regulations  or  administrative  burdens  on  the 
government  or  the  private  sector. 

The  need  for  a  wide  range  of  participation  suggests  targeting  the  broadest  income 
base,  which  is  employee  compensation.  The  voluntary  aspect  implies  increasing  the 
incentives  to  provide  for  long-term  care  in  lieu  of  financing  a  new  spending  program 
with  new  taxes. 

The  plan,  therefore,  should  be  structured  to  encourage  employees  to  allocate  more  of 
their  current  income  or  post-retirement  income  for  future  long-term  care  needs.  The 
most  effective  way  the  government  can  increase  the  incentive  to  save  is  to  increase  the 
aftertax  return.  This  means  reducing  the  tax  rate  on  compensation  workers  use  to 
purchase  long-term  care  insurance.  Employer  and  government  cost  constraints,  as  well 
as  administrative  concerns,  argue  for  as  minimal  modification  as  possible  of  the  existing 
tax  system. 
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II.  The  Existing  System  of  Employee  Compensation 

Existing  law  recognizes  a  number  of  ways  for  employers  to  compensate  their 
employees.  The  economic  attribute  which  distinguishes  one  form  of  compensation  from 
another  is  its  tax  treatment.  Some  forms  of  compensation  receive  favored  treatment 
relative  to  money  wages.  The  evolution  of  employee  compensation  tax  rules  has  led  to 
an  increasingly  complex  assortment  of  payment  arrangements. 

Taxation  of  Employee  Compensation 

As  a  general  rule,  employers  deduct  payments  made  in  order  to  hire  labor  services  as 
a  cost  of  production,  and  employees  include  these  payments  in  current  income.  This 
rule  is  easily  applied  when  payment  is  made  in  cash  at  the  time  the  services  are 
performed.  However,  the  use  of  payments  in  kind  and  deferred  compensation  plans  have 
caused  an  explosion  in  the  number  of  methods  used  to  pay  for  labor  services. 

The  adaptation  of  employee  payment  plans  to  promote  socially  desirable  goals  has 
accelerated  this  growth.  The  development  of  retirement  plans  during  this  century  has 
greatly  influenced  this  particular  portion  of  the  tax  law.  These  plans  have  both  non- 
cash and  deferral  characteristics  which  have  required  departures  from  the  general  rule. 
For  example,  retirement  plans  generally  allow  employers  to  deduct  current  contributions 
but  do  not  require  employees  to  include  those  contributions  in  their  income  until  it  is 
received  after  retirement.  The  plans  also  usually  allow  tax-free  compounding  of  asset 
income  until  withdrawal. 

The  Tax  Reform  Act  of  1986  significantly  affected  the  treatment  of  retirement  plans. 
These  changes  helped  pay  for  the  marginal  rate  reductions  which  were  the  centerpiece 
of  the  legislation. 

Congress  broadened  the  tax  base  by  limiting  the  amount  of  money  that  can  enjoy  the 
tax-favored  status  of  qualified  plans.  By  lowering  the  maximum  benefits  and 
contributions  and  by  tightening  discrimination  tests,  the  legislation  intends  to  make 
more  compensation  taxable,  both  to  employers  and  employees.  Discouraging  the  use  of 
tax-favored  savings  for  purposes  other  than  retirement  also  cuts  down  on  the  amount  of 
money  taxed  on  a  deferred  basis.  The  Act  required  a  number  of  special  transition  rules 
to  soften  the  change  to  many  near  retirement. 

Despite  recent  de-liberalizations,  existing  tax-favored  employee  benefit  and  welfare 
plans  remain  the  most  promising  avenue  for  modification. 

Employee  Benefit  Plans 

An  employee  benefit  plan  can  either  provide  retirement  benefits  or  defer 
compensation.  Compensation  is  deferred  when  payments  for  services  rendered  are 
accumulated  to  provide  benefits  at  some  future  date.  However,  employees  do  not 
necessarily  need  to  wait  until  retirement  to  begin  receiving  benefits. 

The  employee  benefit  plan  typically  takes  the  form  of  a  trust  which  is  considered  a 
synthetic  taxpayer  with  fiduciary  responsibilities  to  the  employees.  The  trust  acts  as  a 
conduit  for  funds  received  from,  or  on  behalf  of,  employees.  Some  retirement  plans, 
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such  as  Individual  Retirement  Accounts  (IRAs),  do  not  require  a  formal  trust 
arrangement. 

Retirement  benefit  plans  can  either  defer  compensation  from  the  employer  or  allow 
contributions  from  employees.  Employer  contributions  are  treated  as  a  deductible 
business  expense,  and  employees  defer  paying  tax  on  the  income  until  it  is  received.  In 
addition,  some  employee  contributions  may  be  excluded  from  current  tax. 

Among  the  various  types  of  employee  benefit  plans  are  qualified  employee  benefit 
plans,  nonexempt  trusts  and  annuity  plans,  self-employed  retirement  plans,  individual 
retirement  arrangements,  and  simplified  employee  pensions. 

Qualified  Employee  Benefit  Plans 

A  qualified  employee  benefit  plan  is  established  by  employers  for  the  benefit  of 
employees  and  their  beneficiaries.  Contributions  to  these  plans  may  be  made  by 
employees,  employers,  or  both.  Employers  can  deduct  contributions  to  the  plan  as  they 
are  made.  Employees  generally  are  not  taxed  on  the  employer  payments  to  the  plan  or 
on  plan  asset  earnings  until  they  are  distributed  to  the  employees.  Certain  loans  made 
from  qualified  plans  are  deemed  to  be  taxable  distributions. 

A  qualified  plan  must  meet  a  number  of  stringent  requirements.  Among  these 
criteria  are  rules  concerning  who  must  be  covered  by  the  plan,  how  much  of  an 
employee's  interest  in  the  plan  must  be  guaranteed,  how  contributions  to  the  plan  are  to 
be  invested,  and  how  contributions  to  the  plan  and  benefits  under  the  plan  are  to  be 
determined.  Most  qualified  plans  must  operate  through  a  tax  exempt  trust. 


are: 


The  principle  requirements  of  a  qualified  employee  benefit  plan  and  tax-exempt  trust 


o       The  plan  must  be  written,  definite  in  its  benefits  and  contributions,  and  each 
employee  must  be  made  aware  of  the  plan. 

o       The  trust  arrangement  which  receives  the  contributions  must  be  established 
for  the  exclusive  benefit  of  the  employees. 

o       The  plan  must  meet  special  tests  designed  to  ensure  adequate  coverage  of 
rank  and  file  employees  and  avoid  discrimination  with  respect  to  highly  paid 
employees. 

o       The  plan  must  provide  for  survivor  benefits  unless  specifically  waived. 

o       Life  and  health  insurance  are  considered  incidental  to  the  primary  purpose  of 
the  plan  and  therefore  can  be  included  only  to  a  limited  extent. 

o        Plans  must  provide  full  and  immediate  vesting  of  employee  contributions  and 
provide  vesting  of  employer  contributions  within  five  years. 

o        Employers  with  pension  plans  must  contribute  annually  a  sufficient  amount  to 
cover  normal  costs  of  the  plan. 
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o        A  plan  cannot  be  a  qualified  plan  if  it  provides  for  contributions  or  benefits 
which  exceed  specified  limits. 

o       The  Internal  Revenue  Service  must  approve  the  plan. 

There  are  two  basic  types  of  qualified  employee  benefit  plans:  defined  contribution 
plans  and  defined  benefit  plans. 

o        Defined  Contribution  Plans 

Defined  contribution  plans  provide  a  separate  account  for  each  person  covered  by  the 
plan.  Benefits  are  based  solely  on  amounts  contributed  to  or  allocated  to  each  account. 
There  are  six  basic  types  of  defined  contribution  plans: 

1.  A  profit-sharing  plan  enables  employees,  or  their  beneficiaries,  to  share  in 
the  profits  of  their  employer.  Employers  make  contributions  to  the  plan 
from  current  or  accumulated  earnings.  The  plan  must  have  a  definite 
predetermined  formula  for  allocating  plan  contributions  among  participating 
employees  and  for  distributing  the  funds  accumulated  under  the  plan. 

2.  A  stock  bonus  plan  is  similar  to  a  profit-sharing  plan.  However,  unlike  a 
profit-sharing  plan,  employer  contributions  to  the  stock  bonus  plan  need  not 
depend  on  profits.  Benefits  under  the  plan  are  payable  in  the  form  of  the 
company's  stock. 

3.  Employee  stock  ownership  plans  are  tax  qualified  stock  bonus  plans,  alone  or 
with  tax-qualified  money  purchase  plans,  which  invest  primarily  in  securities 
of  the  employer. 

4.  A  money  purchase  pension  plan  provides  that  employer  contributions  to  the 
plan  be  based  on  a  predetermined  formula  (e.g.  10  percent  of  each 
employee's  wages)  that  is  not  subject  to  employer  discretion.  Employer 
contributions  to  the  plan  cannot  be  based  on  profits  or  business  conditions. 
In  addition,  a  money  purchase  pension  plan  must  also  meet  some  of  the 
requirements  of  a  defined  benefit  pension  plan  in  order  to  be  qualified. 

5.  A  thrift  or  savings  plan  is  in  the  nature  of  a  profit-sharing  plan  and 
provides  for  participant  contributions  of  a  specified,  uniform  percentage  of 
salary.  This  employee  contribution  is  then  matched  by  the  employer,  either 
dollar  for  dollar  or  in  some  specified  manner  but,  in  any  event,  only  out  of 
profits.  A  voluntary  savings  plan  may  permit  the  employee  to  contribute  up 
to  10  percent  of  compensation  to  a  regular  qualified  pension,  profit-sharing, 
or  stock  bonus  plan. 

6.  A  cash  or  deferred  arrangement  [401(k)j  is  similar  to  a  money  purchase 
pension  plan.  Employer  contributions  vest  with  the  employee  immediately 
but  are  not  currently  taxable  to  the  employee.  The  employee  can  receive 
the  contribution  directly  in  cash  to  be  deposited  in  his  own  self-directed 
retirement  plan.  Additional  rules  are  applied  to  this  arrangement  which 
specify  limitations  as  to  withdrawal,  immediate  vesting,  and  nondiscrimination 
requirements. 
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o        Defined  Benefit  Plans 

Defined  benefit  plans  provide  for  a  definitely  determinable  benefit  for  each  person 
covered  by  the  plan.  Contributions  are  based  solely  on  amounts  needed  to  pay  future 
benefits  to  employees  and  must  not  be  based  on  profits.  There  are  two  types  of 
defined  benefit  plans: 

1.  A  pension  plan  provides  for  the  systematic  payment  of  retirement  benefits 
through  an  exempt  trust.  Plan  financing  is  flexible  in  terms  of  the  means 
used  to  assure  payment  of  future  benefits  but  must  be  structured  to  assure 
that  contributions  to  the  trust  are  sufficient  to  meet  future  obligations. 
Funding  standards  require  employers  to  make  at  least  a  minimum  required 
contribution  each  year  or  be  subject  to  tax  on  the  unpaid  amount. 
Fluctuations  in  the  value  of  the  assets  in  the  trust  affect  the  amount  an 
employer  must  contribute  to  pay  future  benefits. 

2.  An  annuity  plan  provides  the  same  definite  benefit  payment  without  the 
establishment  of  an  exempt  trust  to  manage  the  plan's  assets.  Instead, 
employers  purchase  annuity  contracts  covering  employees  directly  from 
insurance  companies. 

Simplified  Employee  Pension 

A  simplified  employee  pension  (SEP)  is  an  individual  retirement  arrangement  which 
allows  the  employer  an  easy  method  to  make  contributions  to  employee  retirement  plans. 
The  employer  contributes  directly  to  the  individual  retirement  account  or  annuity  that 
has  been  established  for  each  employee  with  a  bank,  insurance  company,  or  other 
qualified  organization.  Self-employed  persons  can  also  own  SEPs. 

The  employer  can  contribute  up  to  15  percent  of  each  employee's  compensation 
subject  to  a  $7,000  ceiling.  Employers  deduct  contributions  when  made  and  employees 
include  them  in  current  income.  Employees  can  also  contribute  to  the  plan.  The 
employee  is  allowed  to  take  a  deduction  from  income  that  cannot  exceed  the  maximum 
of  15  percent  of  compensation  or  $7,000  in  any  year. 

Annuities  for  Employees  of  Exempt  Organizations  [403(b)] 

Tax-sheltered  annuities  for  the  employees  of  tax-exempt  educational,  charitable, 
religious,  etc.,  organizations  offer  most  of  the  qualified  plan  tax  benefits.  The  employer 
and  employee  can  agree  to  contribute  up  to  $9,500  or  20  percent  of  total  compensation, 
whichever  is  lower.  These  arrangements  between  employer  and  individual  employee  do 
not  require  a  nondiscriminatory  plan  for  all  employees.  Tax  deferral  occurs  only  after 
the  plan  becomes  effective  and  binding.  An  employee  cannot  make  more  than  one 
agreement  per  year  with  the  same  employer  but  can  terminate  the  arrangement.  The 
arrangement  can  be  funded  retroactively  through  special  catch-up  rules  which  allow 
employees  to  make  current  payments  for  prior  years  subject  to  expanded  limits. 
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Other  Employee  Benefit  Plans,  Nonexempt  Trusts  and  Annuities 

Employers  can  deduct  contributions  made  to  a  nonexempt  trust  or  premiums  paid 
under  a  nonqualified  annuity  plan.  Some  companies  create  these  non-qualified  plans  to 
provide  supplementary  retirement  income  for  their  top-level  executives.  Employees  must 
include  the  contributions  or  premiums  in  their  tax  base.  These  payments  are  treated  as 
pay  in  the  form  of  restricted  property,  that  is,  subject  to  a  restriction  that  has  a 
significant  effect  on  its  value.  Non-vested  employees  could  lose  the  value  of  the 
payments  if  their  employment  is  terminated.  In  general,  if  the  employee's  interest  is 
transferable  or  is  not  subject  to  a  substantial  risk  of  forfeiture,  the  employee  must  pay 
tax  on  the  payments.  In  the  case  of  later  plan  vesting,  the  employee  will  have  to 
include  past  contributions  in  income  at  the  time  his  interest  becomes  vested.  The 
employer  may  deduct  contributions  to  the  plan  at  the  same  time  the  employees  include 
them  in  their  income  for  tax  purposes.  This  type  of  plan  requires  maintenance  of 
separate  accounts  for  each  participant. 

Self-Employed  Retirement  Plans 

Self-employed  individuals  may  be  entitled  to  a  limited  deduction  for  contributions  to 
a  Keogh  (HR-10)  plan  to  provide  retirement  benefits  on  the  earned  income  from  personal 
services  performed  for  their  partnership  or  sole  proprietorship.  The  amount  which  can 
be  contributed  follows  those  for  a  qualified  defined  benefit  or  defined  contribution  plan. 
Contributions  made  to  the  plan  are  deductible  in  the  year  made. 

Individual  Retirement  Arrangements 

Employees  and  self-employed  persons  receiving  compensation  can  establish  their  own 
individual  retirement  account,  even  if  they  are  already  covered  by  tax-qualified 
retirement  plans  (including  Keogh  plans),  or  government  retirement  plans.  Contributions 
can  also  be  made  on  behalf  of  a  nonemployed  spouse  if  a  joint  tax  return  is  used. 
Some  employees  are  allowed  to  deduct  the  IRA  contributions  from  their  tax  base  if  their 
income  is  below  $40,000  ($25,000  for  a  single  filer)  or  if  they  are  not  otherwise  covered 
by  an  employer  pension  plan.  Further,  the  IRA  contribution  deduction  reduces  the 
maximum  amount  which  can  be  deducted  as  contributions  to  other  plans  such  as  a 
qualified  annuity  or  SEP.  Interest  in  the  IRA  accrues  tax-free  until  withdrawal. 

Taxation  of  the  Trust 

Trust  income  is  normally  taxed  either  to  the  fiduciary  (i.e.,  the  trust  itself)  if 
retained  in  the  trust  or  to  the  beneficiary  if  it  is  distributed.  In  order  to  avoid  double 
taxation,  distributions  are  subtracted  from  trust  income.  Income  distributed  by  the  trust 
retains  the  same  tax  attribute  in  the  hands  of  the  beneficiary  as  when  it  was  received 
by  the  trust,  for  instance,  tax-exempt  bond  interest. 

Trusts  established  to  maintain  employee  benefit  plans  also  receive  special  tax  exempt 
status  as  qualified  employee  benefit  trusts.  These  trusts  are  taxable  only  on  their 
unrelated  business  income.  Generally,  the  Internal  Revenue  Service  deems  income 
derived  from  the  active  pursuit  of  a  business  or  trade  as  unrelated  while  passive 
investment  income  is  not.  This  approach  assures  that  an  exempt  organization  does  not 
operate  an  ongoing  business  without  paying  taxes  on  the  normal  operating  income  of  the 
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business.  Investment  income  from  an  unrelated  business  activity  in  excess  of  the  normal 
operating  taxes  is  tax-exempt. 

The  tax  exempt  status  of  the  trust  fund  allows  investment  income  to  compound  tax- 
free. 


Taxation  of  Distributions  From  Tax-favored  Plans 

The  employee  is  fully  taxed  on  plan  distributions  in  excess  of  contributions  that  he 
has  made  under  the  plan.  Distribution  rules  contain  provisions  to  assure  that  plan 
savings  are  used  for  replacement  of  income  at  retirement.  Penalties  are  imposed  for 
early  withdrawal  under  most  circumstances  and  minimum  levels  of  distribution  levels 
preclude  employees  from  deferring  income  indefinitely  in  order  to  pass  money  untaxed  to 
their  heirs. 

The  normal  distribution  of  retirement  income  is  a  periodic  payment,  i.e.  monthly,  on 
which  the  employee  is  withheld  and  pays  tax.  The  employee's  prorata  share  of  the 
retirement  fund  is  excluded  from  income  at  each  period.  In  some  circumstances,  a  lump 
sum  distribution  can  be  made.  Because  this  generally  would  place  the  employee  in  a 
higher  tax  rate  bracket,  a  special  five  year  income  averaging  rule  is  allowed.  This 
reduces  the  average  rate  applied  to  the  distribution  by  allowing  more  of  the  income  to 
be  taxed  at  the  lower  15  percent  rate  bracket.  However,  the  tax  on  the  entire  lump 
sum  is  due  in  the  year  it  is  made. 

In  the  case  of  separation  from  service  or  disability,  part  of  the  employee's  interest 
in  a  plan  can  be  rolled  over  to  an  IRA.  These  rollovers  are  not  considered  taxable  and 
are  not  subject  to  early  distribution  penalties.  Other  early,  prior  to  age  59-and-l/2, 
distributions  are  subject  to  a  10  percent  additional  income  tax.  Exemptions  from  the 
penalty  tax  include  (1)  the  employee  becoming  disabled,  (2)  early  retirement  due  to 
separation  from  service,  (3)  payment  for  deductible  medical  expenses  (except  from  an 
IRA),  and  (4)  distributions  to  a  survivor  of  a  deceased  employee. 

Distribution  of  retirement  funds  must  begin  by  April  1  of  the  year  the  employee 
attains  age  70-1/2,  whether  or  not  the  person  has  retired.  The  payout  schedule  must 
provide  for  the  distribution  of  the  entire  plan  amount  over  a  time  not  to  exceed  the 
person's  life  expectancy.  A  50  percent  excise  tax  is  applied  to  amounts  that  should 
have  been  withdrawn  but  were  not. 


Employee  Welfare  Plans 

Employee  welfare  plans  extend  tax-favored  treatment  for  employer-sponsored 
programs  which  provide  group  health  and  life  insurance,  legal  services,  educational 
assistance,  dependent  care,  etc.  The  Tax  Reform  Act  of  1986  strengthened  the 
nondiscrimination  rules  associated  with  these  plans  and  required  an  end  to  discretionary 
benefit  payments.  Loss  of  employee  exemption  for  the  payments  is  imposed  where  plans 
fail  to  meet  the  qualification  requirements. 

The  Act  defines  a  new  term,  "statutory  employee  benefit  plans",  that  refers  to  health 
and  life  insurance  plans  (up  to  $50,000  in  coverage)  and  optionally  to  legal  services, 
educational  assistance,  and  dependent  care  programs.  These  plans  must  be  written  and 
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legally  enforceable  as  with  the  qualified  benefit  plans.  The  Secretary  of  the  Treasury 
must  publish  regulations  regarding  these  plans  by  1989. 

Cafeteria  plans  are  also  written  plans  that  allow  participating  employees  to  choose 
among  two  or  more  benefits  consisting  of  cash  and  nontaxable  benefits.  The  cash 
benefits  selected  are  taxable  to  the  employee.  A  cafeteria  plan  may  offer  any 
nontaxable  benefit  other  than  scholarships,  employee  discounts  and  employer-operated 
eating  facilities. 

Employers  can  deduct  payments  made  to  these  plans  for  operating  expenses  of  the 
plan.  The  payments  can  be  made  to  a  separate  account  or  to  a  trust  arrangement 
established  for  the  purpose  of  operating  the  plan. 

The  major  difference  between  these  plans  and  the  retirement  income  plans  is  that 
interest  earned  on  the  plan's  assets  must  be  subtracted  from  the  operating  requirement 
of  the  program  in  determining  the  amount  of  the  deductible  employer  payment.  This 
means  that  the  assets  of  the  plan  cannot  compound  at  pretax  rates. 

The  law  provides  a  uniform  rule  for  the  exclusion  from  tax  of  amounts  received  by 
employees  under  employer  financed  health  plans.  This  includes  amounts  to  reimburse 
medical  care  payments  on  behalf  of  the  employee,  spouse,  or  dependents.  This 
treatment  is  more  favorable  than  that  for  pensions  where  the  employee  must  pay  tax  on 
the  employer  contribution  when  received. 

Participation  in  Existing  Employee  Benefit  and  Welfare  Plans 

Employee  benefit  and  welfare  plans  are  widespread.  Table  1  (see  page  ii  of  the 
Tables  and  Graphs  section)  shows  participation  rates  for  various  types  of  employee 
benefits  in  medium  to  large-sized  firms.  These  firms  constitute  over  60  percent  of 
employment  in  the  United  States. 

Health  and  life  insurance  plans  have  the  highest  participation  rates.  Employer 
contributions  to  these  employee  welfare  plans  pay  for  benefits  to  the  employee,  and 
perhaps  his  family,  during  the  current  year.  In  general,  these  plans  make  no  provision 
for  benefits  in  the  post-retirement  period. 

At  least  80  percent  of  employees  in  medium  to  large  firms  participate  in  some  kind 
of  retirement  or  savings  plan.  Employer  contributions  to  these  employee  benefit  plans 
are  used  to  pay  for  benefits  to  the  employee  at  some  future  time,  generally  after 
retirement.  These  plans  invest  in  productive  assets  which,  combined  with  labor,  produce 
the  output  that  pays  the  benefits. 

Participation  in  other  current  employee  welfare  benefits  varies  greatly  from 
86  percent  for  parking  to  1  percent  for  child  care.  Participation  in  company-sponsored 
reimbursement  plans,  or  flexible  spending  arrangements,  is  about  4  percent  in  medium  to 
large  firms.  Although  such  arrangements  are  popular  with  smaller  sized  firms, 
participation  rates  would  not  be  substantially  greater. 
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Pension  Coverage 

Approximately  52  percent  of  civilian  employment  participate  in  some  type  of 
employer-sponsored  pension  plan.1  Sixty  percent  of  the  population  age  16  and  over  are 
engaged  in  civilian  employment.  Table  2  (see  page  iii  of  the  Tables  and  Graphs  section) 
shows  the  distribution  of  coverage  by  type  of  worker  in  1983.  The  bulk  of  workers, 
60  percent,  not  covered  by  pensions  are  either  under  age  25,  self-employed,  have  been 
on-the-job  for  less  than  a  year,  or  work  less  than  half-time. 

In  contrast,  the  participation  rate  of  workers  age  25  to  64  who  worked  half-time  or 
better  for  at  least  one  year  is  70  percent.  Most  workers  will  eventually  fall  into  this 
category.  Thus,  the  probability  that  any  one  worker  would  participate  in  a  pension  plan 
during  his  or  her  lifetime  is  more  on  the  order  of  70  percent. 

In  1984,  there  were  a  total  of  795,000  employer-sponsored  plans.  About  30  percent 
were  defined  benefit  plans  and  the  remaining  70  percent  were  defined  contribution 
plans.2 

About  80  percent  of  workers  in  medium  and  large  size  firms  participate  in  a  defined 
benefit  plan  and  53  percent  participate  in  a  defined  contribution  plan  (see  Table  1). 

Table  3  (see  page  iv  of  the  Tables  and  Graphs  section)  highlights  participation  in 
some  of  the  other  employee  retirement  plans.  In  1982,  17  percent  of  wage  and  salary 
workers  had  an  IRA  while  57.5  percent  of  workers  with  a  non-working  spouse  had  a 
spousal  IRA.  Almost  45  percent  of  incorporated  self-employed  persons  owned  IRAs  as 
compared  to  18  percent  of  self-employed  persons  in  unincorporated  business.  Although 
401(k)  plans  are  available  on  a  much  more  limited  basis,  they  are  popular  with  eligible 
employees,  who  participate  39  percent  of  the  time.  Finally,  about  5  percent  of  self- 
employed  persons  participate  in  Keoghs. 

The  assets  of  private  pension  plans  are  substantial.  Table  4  (see  page  v  of  the 
Tables  and  Graphs  section)  shows  the  amount  of  assets  in  private  trusteed  plans  over 
the  period  1982  to  1986.  Between  the  second  quarter  of  1982  and  1986,  the  assets  of 
private  pensions  plans  had  doubled  from  $526.1  billion  to  slightly  over  $1  trillion. 
During  that  period  the  assets  of  large  defined  contribution  plans  and  large 
multiemployer  plans  grew  the  most. 

Pension  plans  invest  in  stocks  and  bonds,  thereby  helping  to  increase  the  capital 
base  of  the  United  States.  In  1985,  pension  plans  held  18.2  percent  of  all  equity  and 
15.9  percent  of  all  bonds  in  the  U.S.  economy.3 


1  Civilian  employment  excludes  unemployed  persons  and  the  resident  armed  forces  from  the  labor 
force. 

2  Andrews,  Emily  S.,  The  Changing  Profile  of  Pensions  in  America,  Employee  Benefit  Research 
Institute,  1985,  p.  26. 

3  Employee  Benefit  Research  Institute,  Quarterly  Pension  Investment  Report,  Second  Quarter 
1986,  p.  87. 
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III.  Proposed  Modification  of  Existing  Employee  Benefit  System 

In  order  to  (1)  increase  awareness  of  future  long-term  care  needs  and  (2)  create  the 
greatest  incentive,  within  existing  economic  and  cost  constraints,  for  individuals  to  make 
provision  for  their  future  long-term  care  needs,  the  following  modification  of  the 
existing  employee  benefit  system  is  propose 

Allow  employees  to  make  a  tax-free  transfer  of  their  vested  interest  in 
funds  meant  to  provide  for  post-retirement  income  in  order  to  purchase  an 
insurance  contract  to  provide  long-term  care.  [The  Task  Force  has  endorsed  the 
NAIC  model  law.] 

Benefits  received  under  such  insurance  arrangements  will  be  excluded  from 
the  recipient's  income  for  tax  purposes. 

This  provision  is  to  be  available  for  the  employee  and  his  or  her  spouse. 

It  is  also  recommended  that  the  type  of  acceptable  insurance  policy  be  limited  to 
those  which  are: 

o        guaranteed  renewal 

o        non-cash  value,  and 


o 


have  a  reduced  paid-up  benefit  upon  cessation  of  payment  prior  to  a  designated 
maturitv  date. 


maturity  date. 


Guaranteed  renewal  means  that  the  insurance  company  must  renew  the  contract  but 
can  revise  rates  on  a  class  basis.  In  other  words,  the  insurance  company  cannot  cancel 
the  policy  if  the  person's  health  situation  changes  but  could  charge  a  higher  premium. 

Non-cash  value  means  that  the  worker  cannot  obtain  a  loan  against  the  policy.  This 
provision  makes  the  tax  consequences  simpler  because  the  policy  represents  only  pure 
insurance,  not  an  investment  vehicle. 

The  availability  of  a  reduced  paid-up  benefit  provides  portability  if  the  worker 
changes  jobs.  In  effect,  the  employee  purchases  part  of  his  total  coverage  each  time  he 
makes  a  premium  payment.  He  can  stop  at  any  point  and  keep  the  partial  coverage  he 
has  already  purchased.  Upon  re-employment,  the  employer  can  augment  his  current 
partial  coverage  with  a  new  policy,  subject  to  existing  health  conditions. 

Operational  Features 

Defined  contribution  and  similar  non-qualified  plans 

A  defined  contribution  plan  already  provides  a  separate  current  asset  account  for 
each  worker.  Implementation  of  this  new  approach  would  be  straightforward.  The 
employer  would  offer  an  optional  long-term  care  insurance  policy  to  each  vested 
participant.  Under  current  law,  there  are  two  minimum  vesting  schedules  for  all 
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qualified  plans.  Either  the  employee  must  be  fully  vested  within  five  years,  or  the 
employee  must  be  20  percent  vested  within  three  years  and  fully  vested  at  the  end  of 
seven. 

Funds  would  be  transferred  from  the  worker's  defined  contribution  account  to  pay 
for  long-term  care  insurance  premiums.  The  same  procedure  would  also  apply  to 
simplified  employee  pensions,  employees  of  exempt  organizations,  self-employed 
retirement  plans,  and  Individual  Retirement  Accounts. 

However,  annuity,  stock  bonus  plans  and,  to  some  extent,  employee  stock  ownership 
plans  may  present  operational  difficulties.  The  worker's  current  assets  are  company 
stock  which  may  preclude  these  plans  from  being  used  as  a  mechanism  for  providing 
funds. 


Defined  benefit  plans 

Defined  benefit  plans  would  be  more  difficult  to  modify.  Worker  accounts  are  in 
terms  of  future  benefits  rather  than  current  asset  values.  The  worker  would  have  to 
trade  future  benefits  for  the  long-term  care  insurance.  This  would  require  revision  of 
existing  pension  plans  and  could  be  administratively  expensive. 

Taxation  of  the  Long-term  Care  Insurance  Vehicles 

Pension  plan  trusts  receive  special  tax-exempt  status.  The  investment  income  from 
long-term  care  insurance  policies  would  also  have  to  receive  this  favored  treatment. 
Explicit  recognition  of  tax-free  status  would  settle  the  matter.  This  can  be  done  by 
using  the  "life"  method  of  taxation.  This  method  allows  the  insurance  underwriter  to 
subtract  accruing  future  liabilities  from  their  investment  income  in  computing  their  tax 
base. 

This  would  give  long-term  care  insurance  policies  the  same  treatment  as  life 
insurance  policies  and  therefore  the  same  tax-free  compounding  received  by  pension 
assets.  Because  long-term  care  policies  could  be  written  by  either  life  or 
property/casualty  insurance  companies,  both  would  have  to  be  able  to  use  the  life 
method  on  these  policies. 

This  treatment  is  very  important  because  it  greatly  enhances  the  value  of 
contributions  made  during  the  employee's  working  years.  Graph  1  (see  page  vi  of  the 
Tables  and  Graphs  section)  compares  the  build-up  of  asset  values  in  a  fully  taxed 
account  with  those  in  an  account  that  allows  tax-free  accumulation  of  investment 
income.  Over  a  period  of  35  years,  a  marginal  tax  rate  of  15  percent  will  reduce  the 
accumulation  by  30  percent.  In  other  words,  permitting  tax-free  build-up  in  this 
example  could  reduce  the  cost  of  the  insurance  policy  by  30  percent.  The  cost 
reduction  for  someone  in  the  28  percent  bracket  could  be  50  percent. 

Long-term  care  insurance  must  be  given  the  same  tax  treatment  as  pension  funds  for 
another  reason.  The  worker  can,  in  effect,  self-insure  during  his  working  life.  He 
simply  allows  his  pension  funds  to  accumulate  tax-free  and  purchases  long-term 
insurance  upon  retirement.  As  long  as  the  tax-free  accumulation  offsets  any  increases 
in  the  probability  that  the  worker  will  become  uninsurable,  the  worker  is  better  off 
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deferring  purchase  of  the  insurance.  To  the  extent  that  workers  at  age  35,  or  40,  or 
45  are  more  uniform  in  terms  of  risk  than  at  age  65,  pooling  is  more  efficient. 
Therefore,  society  is  worse  off  if  workers  make  the  decision,  which  might  be  economical 
for  them,  and  postpone  purchasing  long-term  care  insurance. 

Taxation  of  Long-term  Care  Benefits 

Pension  income  is  taxed  as  received.  Excluding  any  long-term  care  insurance 
benefits  received  from  the  individual's  tax  base  provides  greater  incentive  for  workers 
to  opt  for  insurance.  This  would  provide  an  additional  18  percent  incentive  for  a 
taxpayer  in  the  15  percent  bracket  and  a  39  percent  advantage  to  a  taxpayer  in  the 
28  percent  bracket. 

Graph  2  (see  page  vi  of  the  Tables  and  Graphs  section)  compares  a  worker  age  30 
that  saves  $1  per  month  from  aftertax  income  versus  the  same  worker  who  saves 
$1  through  the  tax-free  pension  vehicle  and  withdraws  the  savings  tax-free  upon 
retirement.  The  combination  of  tax-free  contribution  plus  tax-free  build-up  plus  tax- 
free  receipt  of  benefits  leads  to  a  70  percent  increase  in  the  value  of  the  accumulated 
assets  for  the  lowest  bracket  taxpayer.  The  increase  would  be  152  percent  for  a 
taxpayer  in  the  28  percent  bracket.  This  demonstrates  the  potent  incentive  effects  of 
this  approach  for  the  purchase  of  long-term  care  insurance. 

Federal  Revenue  Consequences 

These  strong  incentives  result  from  foregone  tax  revenues.  The  net  loss  to  the 
Treasury  is  due  to  the  slight  reduction  in  the  tax  on  pension  income  received  after  the 
employee  retires. 

This  revenue  loss  is  far  in  the  future  and  spread  out  over  many  years.  The  average 
age  of  today's  workforce  is  35.  Therefore,  most  of  the  revenue  loss  will  be  spread  over 
the  next  30  years.  One  can  assume  that  no  more  than  3  percent  of  the  workforce  will 
retire  in  any  one  year.  Every  dollar  transferred  from  pension  benefits  to  long-term 
care  insurance  would  result  in  a  revenue  loss  of  about  20  cents.4  However,  this 
20  cents  will  be  spread  over  thirty  years.  Thus,  the  revenue  loss  in  any  one  year  will 
be  six-tenths  of  a  cent  for  each  dollar  transferred. 

The  size  of  a  typical  outyear  revenue  loss  can  be  gauged  using  the  following 
hypothetical  example.  Assume  that  5  million  workers  would  purchase  long-term  care 
insurance,  and  the  premium  payments  would  reduce  their  pensions  by  $300  per  year. 
The  federal  revenue  loss  would  amount  to  $300  million  per  year.  The  annual  reduction 
in  pension  income  would  represent  between  1  and  2  percent  of  the  aftertax  income  for 
the  average  retired  elderly  couple. 

Some  of  the  revenue  loss  will  be  offset  through  reduced  Medicaid  expenditures.  As 
more  people  perceive  their  need  for  long-term  care  and  exercise  this  insurance  option, 


4  The  average  marginal  federal  income  tax  rate  for  individuals  is  about  23  percent. 
This  rate  would  be  collected  on  pension  income  but  not  on  long-term  care  insurance 
premiums. 
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fewer  will  require  Medicaid  assistance.  Currently,  public  funds  pay  for  about  half  of 
nursing  home  expenditures  in  the  United  States.  Assuming  that  half  those  people 
purchasing  long-term  care  insurance  would  otherwise  receive  Medicaid  implies  that 
50  cents  of  each  dollar  transferred  would  reduce  Medicaid  expenditures  by  50  cents. 
This  is  likely  too  optimistic.  However,  if  as  many  as  one-fifth  of  those  purchasing 
insurance  would  otherwise  require  Medicaid  assistance,  the  program  would  be  self- 
financing. 

More  importantly,  pre-funding  of  future  long-term  care  needs  addresses  the  real 
problem.  That  is,  how  does  society  assure  that  more  resources  will  be  available  in  the 
future  to  meet  the  growing  demand  for  long-term  care?  These  resources  must  consist 
of  an  expanded  capital  base  with  which  fewer  workers  per  retiree  can  produce  yet  more 
output.  It  is  today's  savings,  and  that  which  occurs  over  the  coming  years,  that  will 
provide  the  investment  necessary  to  increase  the  stock  of  capital.  Investment  will 
increase  under  this  approach  because  the  rate  of  return  to  post-retirement  savings  is 
enhanced  by  tax-free  insurance  benefits. 

This  is  in  stark  contrast  to  proposals  which  start  from  the  premise  of  greater  taxes 
in  the  future  to  provide  for  future  needs.  Higher  taxes  can  only  mean  less  investment 
because  future  returns  are  demonstrably  lower.  This  is  true  whether  the  tax  is  levied 
on  capital,  workers,  or  output. 

Portability 

Portability  of  benefits  is  a  major  concern  of  post-retirement  policy.  In  some  cases, 
employees  forfeit  employer  contributions  paid  on  their  behalf  if  they  change  jobs.  Any 
proposal  dealing  with  long-term  care  insurance  must  address  this  problem.  At  the  same 
time,  ultimate  success  of  the  proposal  depends  upon  flexibility.  Insurance  companies 
must  not  be  limited  in  such  a  way  that  the  value  of  the  insurance  benefits  are  reduced 
to  all  workers.  More  restrictions  reduce  the  ability  of  insurance  companies  to  compete 
and,  therefore,  reduce  the  potential  benefits  to  society. 

One  way  to  balance  portability  and  flexibility  is  to  require  that  the  employee  be 
given  the  option  to  continue  payments  from  vested  pension  funds,  or  from  other 
sources,  after  separation.  However,  this  requirement  will  not  provide  portability  for 
those  workers  who  are  unable  to  continue  making  premium  payments.  Requiring  the 
insurance  contract  to  provide  a  reduced  paid-up  benefit  could  alleviate  this  problem. 
The  employee  could,  in  effect,  approximate  the  same  coverage  as  if  he  had  remained 
with  the  same  employer. 

Consider  two  employees.5  One  works  for  the  same  employer  his  entire  working 
career;  the  second  works  for  five  different  employers.  Under  a  constant  premium  plan, 
the  first  employee  would  make  the  same  payment  each  year  from  his  vested  pension 
funds.  Graph  3  (see  page  vii  of  the  Tables  and  Graphs  section)  shows  the  level 
payment  amounts  paid  over  the  five  periods  of  his  working  career.  During  this  time, 
the  employee  has  100  percent  long-term  care  insurance  coverage. 


5  For  simplicity,  this  example  assumes  a  constant  premium  over  the  policyholder's  working 
career.  This  does  not  imply  that  either  attribute  is  required  to  assure  portability.  The  reduced  paid- 
up  insurance  provision  is  sufficient. 
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The  second  employee  opts  for  the  reduced  paid-up  benefits  when  he  moves  from  the 
first  to  second  job.  At  that  point,  he  has  35  percent  of  paid  up  coverage  for  the  rest 
of  his  life.  The  bottom  block  in  Graph  4  (see  page  vii  of  the  Tables  and  Graphs 
section)  shows  the  amount  of  coverage  this  employee  would  have  purchased  during  his 
first  job.  In  order  to  maintain  the  same  level  of  insurance  coverage,  this  employee 
would  have  to  purchase  a  policy  that  provides  the  remainder  of  the  coverage,  or 
65  percent.  The  smaller  level  of  coverage  will  mean  lower  premiums.  However,  the 
cost  of  acquiring  insurance  will  have  increased  due  to  the  fact  that  he  is  older.  In 
theory,  these  two  effects  should  exactly  offset.  Therefore,  accepting  a  reduced  paid-up 
benefit  at  end  of  each  job  and  purchasing  a  complementary  policy  can  approximate  a 
level  premium  plan  over  an  entire  working  career. 

In  practice,  the  total  costs  of  the  policy  for  the  second  employee  will  be  higher  to 
acquire  the  same  coverage  as  the  first.  There  will  be  some  increased  administrative 
cost  associated  with  five  contracts  as  opposed  to  one.  Further,  coverage  between 
contracts  may  differ  making  it  difficult  to  match  the  first  exactly.  There  are  also 
likely  to  be  gaps  in  the  employee's  payments  due  to  job  transition  problems  such  as  new 
vesting  requirements.  Finally,  at  the  initiation  of  each  new  contract,  the  worker  must 
still  satisfy  health  premium  categories. 

Maintaining  the  first  contract  would  overcome  some  of  these  problems.  Therefore,  it 
may  be  desirable  to  encourage  employers  to  make  contributions  to  a  new  employee's 
former  plan. 

Spousal  Coverage 

The  tax  law  makes  explicit  rules  for  the  treatment  of  transfers  to  family  members 
and  other  dependents.  In  general,  a  married  couple  is  treated  as  a  single  unit.  This  is 
primarily  due  to  the  number  of  states  which  have  community  property  laws  that  treat 
income  of  one  spouse  as  equal  property  of  both.  The  tax  rules  in  effect  assume  that 
income  is  equally  split  between  the  couple  and  thus  averaged  for  tax  purposes.  This  is 
why  the  tax  rate  brackets  for  joint  returns  are  approximately  double  those  for  single 
returns. 

Spousal  coverage  would  seem  possible  under  this  general  rule.  This  could  be  most 
easily  handled  by  allowing  married  workers  to  select  either  (1)  no  coverage; 
(2)  coverage  for  the  worker  only;  (3)  coverage  for  the  spouse  only;  or  (4)  coverage  for 
both.  A  separate  premium  deduction  would  be  withheld  for  either  the  worker's  or  the 
spouse's  coverage.  The  amount  of  the  deduction  should  be  based  on  the  age  of  the 
individual  involved. 

If  the  worker  has  selected  a  survivor  pension  benefit,  the  spouse  should  be  allowed 
to  continue  payments  under  the  long-term  care  policy. 

The  plan  should  also  provide  for  changes  from  individual  to  joint  or  from  joint  to 
individual  if  marital  status  changes.  Treatment  of  a  divorced  spouse  would  have  to  be 
consistent  with  ERISA  rules.  In  the  event  of  remarriage,  the  new  spouse  would  be 
subject  to  the  insurance  policy's  general  acceptance  rules. 
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Possible  Expansions  to  Other  Employee  Benefits 

Welfare  Benefit  Plans 

It  may  be  desirable  to  allow  workers  to  trade  current  benefits  for  long-term  care 
insurance  under  employee  welfare  plans  such  as  cafeteria  plans  or  flexible  spending 
accounts.  This  would  increase  the  potential  market  for  long-term  care  insurance. 

However,  employee  welfare  plans  are  meant  to  provide  current  benefits  to  employees. 
While  there  is  some  element  of  current  coverage  to  long-term  care  insurance,  it  is 
primarily  a  prospective  vehicle.  Adaptation  of  employee  welfare  plans  to  include  long- 
term  care  insurance  would  present  a  difficult  tax  matter.  It  could  possibly  jeopardize 
the  tax-free  inside  build-up  feature  which  is  key  to  reducing  premiums.  This  is  not  to 
say  that  the  tax  laws  could  not  be  changed,  but  it  would  be  difficult  and  would  meet 
with  substantial  resistance. 

The  number  of  workers  that  could  potentially  benefit  from  extending  long-term  care 
insurance  to  these  plans  is  likely  to  be  small.  First,  additional  benefits  would  only  be 
derived  by  employees  who  do  not  have  an  employer  pension  but  do  have  an  appropriate 
welfare  benefit  plan.  In  1985,  only  4  percent  of  the  employees  in  medium  to  large  size 
firms  participated  in  a  flexible  spending  arrangement.  According  to  a  survey  done  by 
the  Employers  Council  on  Flexible  Compensation,  8  percent  of  employees  in  firms  of  all 
sizes  participated  in  cafeteria  plans.6  These  figures,  however,  do  not  reflect  whether 
they  had  a  pension  plan  or  not.  Finally,  because  the  only  employees  who  would  benefit 
from  this  extension  would  not  have  a  pension,  they  could  establish  a  fully  tax-favored 
IRA  to  provide  long-term  care  insurance. 


Aldona  Robbins 

Gary  Robbins 

Fiscal  Associates,  Inc. 

June,  1987 


6  Employers  Council  on  Flexible  Compensation,  Flexible  Compensation  1985,  A  National  Survey  of 
Cafeteria  and  401(h)  Plans,  1985,  Table  6. 
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GRAPHS  IIS  &  IV 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administration 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 


"Spend  Down"  Issue:  Development  of  a  Public/Private  Long-Term  Care  Financing 

Program 

Developing  a  relationship  between  insurance  and  Medicaid  to  reduce  the  number  of 
people  "spending  down"  or  transferring  assets  to  qualify  for  financial  assistance  is  very 
complex.  This  paper  attempts  to  set  out  and  describe  a  range  of  options  and  provide 
a  context  to  help  you  make  a  decision  about  this  issue. 

The  Objective 

It  has  been  suggested  by  many  that  objectives  can  be  accomplished  by  linking  pri- 
vate insurance  and  Medicaid.  Among  them  are  the  following: 

1.  Reduce  Medicaid  costs 

2.  Reduce  the  number  of  people  who  "spend  down"  or  transfer  assets 

3.  Define  or  limit  exposure  for  insurance  or  out-of-pocket  expenses  at  no  added  pub- 
lic cost 

4.  Make  long-term  care  insurance  more  marketable 

5.  Increase  national  awareness  of  long-term  care  needs 

6.  Create  a  Medicare/Medigap-like  situation  where  a  long-term  care  insurance  product 
wraps  around  a  public  program 

GENERAL  DISCUSSION 

Included  in  this  discussion  are  a  range  of  proposals  for  integrating  public  and  private 
financing.  As  the  proposals  are  reviewed,  try  to  look  beyond  the  numbers  and  surmise 
where  the  money  is  moving.  This  is  necessary  because  the  simulations  are  aggregates 
showing  variations  from  a  base,  given  specified  assumptions.  The  models  do  not  track 
the  movement  of  individual  dollars  from  one  category  to  another  or  show  how  an  in- 
dividual is  affected. 

The  proposed  public/private  programs  that  attempt  to  reduce  "spend  down"  as  a 
primary  objective  have  significant  difficulties  in  proving  their  value.  First,  because  there 
is  little  data  or  empirical  knowledge  about  the  characteristics  of  the  "spend  down"  popu- 
lation prior  to  entry  into  the  Medicaid  program.  Second,  the  attempt  to  reduce  the  in- 
creased public  expenditures  directly  impacts  this  nebulous  group.  For  example,  Proposal 
#3  has  those  who  "spend  down"  under  present  circumstances  buying  insurance  to  cover 
2  years  of  long-term  care.  Some  of  the  same  people  will  still  "spend  down"  as  a  result 
of  the  high  coinsurance. 

Consider  the  results  of  shifting  payments  for  these  individuals  in  terms  of  a  simple 
mathematical  formula:  x  +  y  =  z  where 
x  =  money  spent  on  Medicaid  eligibles 
y  =  public  money  spent  on  non-Medicaid  eligibles 
z  =  the  total  public  outlay 

If  more  people  are  added  to  the  public  non-Medicaid  program  (y  +  1)  the  consequence 
is  to  either  decrease  the  current  Medicaid  program  (x  -  1)  or  increase  total  public  out- 
lays (z  +   1). 

Options  2,  3,  and  4  are  various  proposals  for  which  we  have  information  based  on 
computer  models.  People  are  assumed  to  purchase  insurance  if  they  have  at  least  $  1 0.000 
in  assets  and  can  purchase  insurance  for  5%  or  less  of  income.  At  age  65  a  person  would 
need  an  income  of  approximately  $10,000  to  afford  the  model  policy  for  5%  of  income. 
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The  large  changes  in  Proposals  #2  and  #3  are  shifts  in  out-of-pocket  and  insurance 
expenditures,  not  Medicaid  savings.  In  order  to  design  the  program  to  cost  no  addition- 
al public  dollars  adjustments  must  necessarily  be  less  inviting  than  Proposals  #2  and 
#3  yet  still  reduce  Medicaid  expenditures. 

It  may  be  that  the  efficacy  of  the  stop  loss  program  is  dependent  on  the  insurance 
purchased  by  those  with  less  than  $10,000  assets  and  at  a  premium  larger  than  5  per- 
cent of  income  at  age  65.  If  this  is  needed  to  balance  the  program,  then  clearly,  the 
addition  of  those  to  the  new  public  program  after  2  years  is  funded  by  those  at  lower 
income  levels. 

The  Proposals 

The  various  proposals  under  consideration  have  the  following  general  characteristics: 

—  A  universal  publicly  funded  long-term  care  payment  program  after  a  specified 
period  of  inpatient  nursing  home  services. 

—  The  expectation  that  some  of  those  who  would  currently  "spend  down"  will  in- 
stead purchase  insurance  to  pay  the  front  end  deductible. 

Tables  are  attached  for  Proposals  #2,  #3,  and  #4. 

Models 

Proposal  #1 

A  two-year  deductible  period  after  which  assets  only  are  protected  from  "spend 
down"  or  contribution  to  care.  Income  (i.e.,  social  security,  pensions,  IRA  disburse- 
ments, annuities)  continues  to  be  contributed  to  the  cost  of  care.  Payment  level 
unspecified. 

The  focus  of  Proposal  #1  is  to  discourage  transfer  of  assets.  Since  contribution 
to  care  continues,  the  only  individuals  likely  to  find  this  as  advantageous  are  those 
with  assets  in  excess  of  home  ownership.  Or,  the  single  person  who  wishes  to  pass 
on  a  home  as  an  inheritance  since  it  is  preserved  for  domiciliary  purposes  under 
the  current  Medicaid  program.  The  hope  is  that  there  would  be  sufficient  elimina- 
tion of  early  transfer  of  assets  to  offset  the  cost  of  waiving  asset  "spend  down" 
after  2  years.  Further,  there  is  the  suggestion  that  this  program  would  stimulate 
sales  of  long-term  care  insurance. 
Proposals  #2-5 — Variations  on  the  same  theme  to  encourage  those  who  might  "spend 
down"  assets  and  income  during  the  deductible  period  to  purchase  insurance  and  delay 
accessing  the  public  program.  Savings  would  offset  the  cost  of  providing  universal  ac- 
cess after  the  deductible  period. 

NOTE:  Payment  of  115  percent  of  Medicaid  rate  was  chosen  as  a  mid-point 
between  private  charges  and  the  Medicaid  rate.  It  is  assumed  that  a  national 
program  would  gravitate  to  middle  ground  given  economic  realities  and  polit- 
ical pressures. 

Proposal  #2 

A  two-year  deductible  period  after  which  "spend  down"  and  contribution  to  care 
would  be  waived,  the  public  program  would  require  a  10  percent  coinsurance  and 
pay  nursing  homes  at  115  percent  of  the  Medicaid  rate. 

Tables  1,  2,  4,  and  5  (Attachmennts  1,  2,  3  and  4)  describe  the  general  varia- 
bles. Table  1  shows  the  changes  possible  under  Proposal  2.  Staff  have  included 
calculations  which  show  the  amount  of  change  and  net  increase  in  public  cost  be- 
tween the  base  case  and  proposal  #2.  Table  2  shows  the  potential  upper  bound 
changes  when  insurance  is  allowed  to  be  purchased.  Again  staff  have  added  cal- 
culations between  base  case,  the  no  insurance  model  and  the  model  with  insur- 
ance. Tables  4  and  5  show  on  an  admission  cohort  basis,  that  the  public  program 
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demographic  (age,  sex,  and  marital  status)  and  income  groups.  The  private  insur- 
ance is  disproportionately  a  source  of  nursing  home  financing  for  the  young  elderly, 
males,  and  married  couples  and  upper  income  groups.  Medicaid  expenditures  are 
disproportionately  reduced  for  the  old,  females,  unmarried,  and  lower-income 
groups. 

Proposal  #2  actually  functions  as  a  base  case  for  this  category  of  models.  The 
simulation  shows  that  the  cost  of  adding  a  public  program  after  a  2-year  deducti- 
ble period  would  be  a  net  public  cost  of  $17,412  billion  ($28,362  billion  moves 
from  Medicaid  to  new  public  program  because  all  post  deductible  costs  except 
coinsurance  are  financed  by  the  new  program  and  coinsurance). 

When  insurance  is  added  as  an  option,  Medicaid  (first  2  year  costs)  decreases 
an  additional  $3,344  billion  as  those  more  likely  to  spend  down  buy  insurance. 
This  reduces  the  net  public  cost  to  $14,067  billion.  The  other  effects  are  an  in- 
crease in  insurance  by  $18,537  billion  and  reduction  of  out-of-pocket  expenses 
by  an  additional  $14.1  billion.  Reduction  in  program  costs  ($1,286  billion)  plus 
insurance  ($18,537  billion)  plus  increased  public  program  costs  ($14,067  billion) 
equals  reduction  in  total  out-of-pocket  expenses  ($33,892  billion). 

Proposal  #3 

A  two-year  deductible  period  after  which  "spend  down"  and  contribution  to  care 
would  be  waived.  The  public  program  would  require  a  20  percent  coinsurance  and 
pay  nursing  homes  at  the  Medicaid  rate. 

Tables  1  and  2  for  Proposal  #3  (Attachments  5  and  6)  are  displayed  in  the  same 
fashion  as  those  for  Proposal  #2  .  Unfortunately,  we  do  not  have  a  table  showing 
distribution  by  admission  cohorts.  The  calculations  for  Proposal  #3  (Table  2)  in- 
clude differences  between  Table  1  and  between  proposal  #2  and  Proposal  #3  with 
insurance.  Proposal  #3,  with  higher  coinsurance,  has  lower  net  public  cost.  Since 
the  2  year  deductible  and  insurance  premium  should  be  identical  to  Proposal  *2, 
the  larger  Medicaid  cost  should  be  caused  by  more  Medicaid  payment  of  the  20 
percent  coinsurance.  Table  3  (see  attachment  Tab  E)  shows  the  higher  Medicaid 
caseload  in  the  2016-2020  simulations.  Further,  note  that  asset  protection  (higher 
income  groups)  is  almost  identical  but  cash  income  (social  security,  pensions,  IRA) 
is  significantly  less  protected  in  Proposal  *3  than  Proposal  #2. 

The  larger  coinsurance  and  reduced  payment  rate  in  Proposal  #3  provide  the 
reduction  in  net  public  cost.  The  cost  of  the  new  public  program  (post  2-year  deduct- 
ible) is  $13,405  billion  less  than  Proposal  #2.  The  proposal  without  insurance  be- 
ing available  has  a  net  increase  in  public  cost  of  $9,022  billion.  When  insurance 
is  added  that  drops  to  $4,676  billion. 

Another  interesting  outcome  is  that  the  Medicaid  savings  in  proposal  #2  are  about 
$4,014  billion  greater  than  in  proposal  #3.  Presumably  this  is  a  result  of  the  larger 
coinsurance  factor  in  Proposal  #3.  Example:  if  the  Medicaid  rate  is  $100.00,  then 
Proposal  #3  pays  $80.00  and  the  individual  pays  $20.00  or  $7,300  annually.  Un- 
der Proposal  #2,  the  payment  rate  is  $115.00  (115  percent  of  Medicaid)  the  plan 
pay  $103.50,  the  individual  pays  $11.50  or  $4,198  annually,  $3,102  less  than 
Proposal  #3.  The  model  has  insurance  pay  only  for  the  first  2  years  of  the  deducti- 
ble but  not  the  coinsurance.  This  appears  to  show  marginal  income  people  still 
"spending  down"  to  Medicaid  after  the  deductible  period. 

Proposal  #4 

A  three-year  deductible  period  after  which  "spend  down"  and  contribution  to 
care  would  be  waived.  The  public  program  would  require  a  10  percent  coinsur- 
ance and  pay  nursing  homes  at  115  percent  of  the  Medicaid  rate. 
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Tables  1,  4,  6,  and  7  (Attachment  7,  8,  9  and  10)  describe  the  general  variables. 
Tables  1  and  4  are  displayed  in  the  same  fashion  as  those  for  Proposals  #2  and 
#3.  Tables  6  and  7  show  information  on  admission  cohorts  similar  to  Proposal  #2 
Tables  4  and  5.  They  show  the  same  distribution  of  public  program  coverage  and 
maldistribution  of  Medicaid  reductions  and  insurance  coverage.  Table  4  shows  net 
public  cost  in  the  same  range  as  Proposal  #3  and  substantially  below  Proposal  #2. 
Medicaid  savings  are  lower,  presumably  as  a  result  of  higher  insurance  premiums 
limiting  the  purchase  of  insurance  within  the  5%  of  income  limitation.  Savings 
in  asset  spending  is  relatively  similar  but  income  changes  significantly  between 
Proposal  #2  and  Proposal  #4.  Presumably  this  difference  is  caused  by  contribu- 
tion to  care  after  Medicaid  eligibility  is  established.  Because  of  the  third  year  of 
deductibility,  insurance  contributes  more  to  Proposal  #4  than  to  the  other  proposals. 

Proposal  #5 

Programs  resembling  2,  3,  and  4,  which  offer  noninstitutional  as  well  as  nurs- 
ing home  services. 

Preliminary  indications  are  that  there  would  not  be  major  changes  in  public  costs. 
The  information  available  does  not  allow  for  microsimulation  within  our  time  frames 
because  the  model  does  not  include  premium  information  for  a  2-year  insurance 
product  with  a  home  health  component  not  requiring  prior  institutionalization.  The 
public  model  simulation  will  include  Medicare  criteria  for  benefit  access. 

Proposal  #6 

(Meiners  Proposal)  This  approach  suggests  a  deductible  period  with  actual  long- 
term  care  costs  subsidized  based  on  income  need.  Payment  level  would  be  at  115 
percent  of  the  Medicaid  rate  and  reasonable  coinsurance. 

It  is  expected  that  assisting  the  lower  income  groups  with  premium  subsidies 
would  more  directly  help  reduce  likelihood  of  "spend  down." 

The  attempt  to  make  the  proposal  budget  neutral  depends  upon  the  develop- 
ment of  a  method  of  reducing  premiums  for  the  potential  "spend  down" 
beneficiaries  at  the  lower  income  levels  rather  than  hoping  that  enough  of  the  up- 
per end  "spend  down"  beneficiaries  are  enticed  into  the  purchase  of  insurance  to 
avoid  spend  down  and  protect  income  and  assets.  The  inherent  presumption  on 
this  proposal  is  that  there  are  significantly  fewer  potential  "spend  down" 
beneficiaries  with  sufficient  discretionary  income  to  purchase  insurance  than 
beneficiaries  who  would  need  a  premium  subsidy  to  actually  be  able  to  purchase 
insurance. 

Proposal  #7 

This  approach  has  been  offered  as  a  simple  alternative  to  create  publicly  fund- 
ed catastrophic  long-term  care  insurance  with  a  5  or  6  year  stop  loss  or  a  mone- 
tary stop  loss  between  $100,000  and  $150,000.  It  would  be  funded  externally 
through  increased  taxes  either  adding  to  the  Social  Security  tax,  income  tax,  or 
taxing  items  such  as  inheritance,  Social  Security,  or  others. 

This  proposal  ignores  the  attempt  to  internally  balance  the  program  (make  it 
budget  neutral).  Instead,  it  suggests  that  a  catastrophic  stop  loss  is  appropriate 
public  policy  and  that  funding  such  a  program  from  a  progressive  tax  base  is 
acceptable. 

After  reviewing  various  stop  loss  programs  it  is  interesting  to  review  simulations 
which  simply  allow  people  to  buy  insurance  within  certain  constraints.  Staff,  again, 
has  done  some  calculations  which  may  help  you  compare  proposals.  The  calcula- 
tions use  $98.1 17  billion  as  the  total  for  the  base  case  which  is  the  base  case  num- 
ber for  the  other  simulations. 
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Table  3-19  was  taken  from  the  Technical  Work  Group  on  Private  Financing  of 
Long-Term  Care  for  the  Elderly's  Report  to  the  Secretary  and  shows,  under  Fire- 
man's Fund  (second  and  third  columns)  (calculations  shown  on  #1  Table  3-19  At- 
tachment 11)  the  impact  on  Medicaid  and  out-of-pocket  expenses  and  insurance 
up-take  for  a  6-year  policy  and  no  public  program.  It  uses  the  same  $10,000  as- 
sets and  5  percent  of  income  (for  this  example  approximately  $23,300)  criteria 
used  in  the  previous  models.  The  model  shows  about  23  percent  of  the  over  65 
group  can  afford  insurance.  Thus  insurance  pays  about  7  percent  of  the  total  while 
reducing  Medicaid  by  about  2  percent  and  out-of-pocket  expenses  by  about 
12  percent. 

The  final  two  columns  on  Table  3-19  show  the  impact  of  the  purchase  of  as  much 
insurance  as  is  possible  for  1  percent  of  income  for  those  30-64  and  3  percent  of 
income  for  those  over  65.  (Calculations  are  on  #2  Table  3-19  Attachment  12.)  They 
show  the  actual  savings  in  Medicaid  (discounting  that  gained  by  moving  post  2-year 
costs  to  the  new  program)  in  the  same  range  as  those  achieved  when  the  2-year 
stop  loss  is  applied  as  an  incentive. 

Several  alternatives  are  open  to  the  Task  Force.  While  time  has  not  permitted 
investigation  of  other  alternatives  to  adopting  a  strategy  which  is  based  on  a  deduct- 
ible period  then  access  to  a  publicly  financed  long-term  care  program,  intuitively 
one  can  arrive  at  several  options  which  could  be  pursued.  Staff  would  offer  the 
following  options  for  consideration. 

Alternatives  for  Consideration 

1.  Pursue  program  which  links  Medicaid  with  a  stop  loss  after  2  Years,  focusing  on 
need  to  encourage  those  now  "spending  down"  to  purchase  insurance  as  an  alter- 
native. 

a.  accept  additional  cost  as  public  responsibility;  or 

b.  attempt  to  mechanically  reduce  potential  public  cost;  or 

c.  support  only  if  it  is  designed  to  assure  budget  neutrality 

2.  Pursue  program  with  large  deductible  as  a  truly  catastrophic  program. 

3.  Recommend  data  be  gathered  on  those  who  "spend  down"  to  determine  disposa- 
ble income  available  for  use  in  developing  an  alternative  to  "spending  down." 

4.  Pursue  other  alternatives  designed  to  increase  purchase  of  insurance  and  attempt 
to  monitor  impact  such  action  would  have  on  the  "spend  down"  population. 

5.  Focus  on  premium  subsidies  to  encourage  those  with  marginal  incomes  to  pur- 
chase long-term  care  insurance. 
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ATTACHMENT  9 


PROPOSAL  #4 


Table  6 
Percentage  Point  Difference  Under  CAT3PR  in  Percentage  of  Payment 
for  Nursing  Homes  by  Source  for  Entire  Admission 
by  Age,  Sex  and  Marital  Status:   2016-2020 


Cash 

Total 

Medicaid 

Medicare 

CAT3PR 

Income 

Assets 

Total 

0 

-25.2 

29.2 

23.5 

-13.4 

-14.1 

Age 

65-74 

0 

-16.3 

27.7 

29.6 

-21.8 

-19.3 

75-84 

0 

-25.4 

31.5 

21.6 

-13.9 

-13.9 

85+ 

0 

-29.2 

28.0 

22.5 

-9.4 

-12.0 

Sex 

Male 

0 

-20.0 

28.1 

28.3 

-20.7 

-15.7 

Female 

0 

-27.9 

29.7 

21.1 

-9.7 

-13.2 

Marital  Status 

Married 

0 

-21.6 

29.1 

29.8 

-19.1 

-18.3 

Unmarried 

0 

-26.9 

29.2 

21.0 

-11.0 

-12.3 

230 


ATTACHMENT  10 


PROPOSAL  #4 

Table  7 
Percentage  Point  Difference  Under  CAT3PR  in  Percentage  of  Payment 
for  Nursing  Homes  by  Source  for  Entire  Admission 
by  Family  Income:   2016-2020 

Cash 
Total  Medicaid  Medicare   CAT3PR   Income   Assets 


Less  than  $7,500 

0 

-33.1 

29.9 

6.1 

-0.8 

-2.0 

$7,500-14,999 

0 

-37.2 

30.1 

24.2 

-2.5 

-14.6 

$15,000-19,999 

0 

-25.2 

29.0 

29.5 

-8.6 

-24.7 

$20,000-29,999 

0 

-20.4 

27.4 

36.8 

-16.0 

-27.8 

$30,000-39,999 

0 

-7.4 

28.6 

36.5 

-27.9 

-29.8 

$40,000-49,999 

0 

-3.4 

27.0 

36.8 

-45.0 

-15.3 

$50,000+ 

0 

-1.7 

28.6 

37.7 

-57.6 

-7.1 
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Health  Care  Financing  Administrate 


Task  Force  on  Room  4406  HHS  Building 

Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

May  18,  1987 

Issue:  How  can  data  on  long-term  care  be  made  more  accessible  to  the  public  and  pri- 
vate sectors  to  facilitate  the  growth  of  long-term  care  insurance? 

Problem 

While  good  data  are  essential  for  insurers  considering  entrance  into  the  long-term 
care  market  for  a  number  of  reasons,  probably  the  two  most  important  uses  for  the  data 
are  a)  for  actuarial  reasons,  i.e.,  setting  premiums  which  develop  adequate  reserves  to 
cover  future  costs,  but  that  will  not  be  so  high  as  to  discourage  purchase  and  b)  to  help 
insurers  determine  the  potential  market  by  using  demographic  and  other  information. 
The  industry  advisory  committee  to  the  National  Association  of  Insurance  Commissioners 
suggested  that  actuaries  and  product  managers  need  good  data  to  answer  the  following 
questions  which  are  critical  to  the  development  of  long-term  care  insurance  policies. 

•  What  is  the  probability  that  insured  people  will  require  covered  services? 

•  How  long  will  the  insured  require  services,  once  a  benefit  period  has  been  estab- 
lished? 

•  What  is  the  "persistence"  of  customers,  once  policies  are  written?  and 

•  Who  are  the  potential  customers  for  private  long-term 

care  insurance?1 

Mark  Meiners  described  the  ideal  data  base  as  one  with  a  longitudinal  data  set  that 
tracks  utilization  patterns  of  a  large,  representative  population  insured  under  provisions 
similar  to  those  being  considered  in  the  des.  gn  of  a  product.  It  would  contain  basic  demo- 
graphic information  on  the  insured;  the  datas  of  admission  and  discharge  of  all  institu- 
tional and  non-institutional  utilization  by  skill  level  required,  as  well  as  the  date  and 
location  of  death.  The  longitudinal  aspect  of  the  data  would  provide  information  on  how 
these  patterns  change  as  the  cohort  of  insurees  ages.2 

In  a  later  presentation,  Meiners  identified  the  following  items  as  those  where  data  are 
needed  to  define  the  risks  of  long-term  care:  the  interrelationships  of  mortality  and  mor- 
bidity; tracking  "transitions"  such  as  death  after  discharge  to  another  institution  or  fre- 
quency of  discharge  to  community  care;  and  the  influence  of  utilization  patterns.  He 
also  stated  that  data  are  needed  on  consumer  knowledge,  ability  and  willingness  to  pay; 
income,  assets,  and  lifetime  consumption  patterns;  effect  of  Medicaid  availability,  and 
the  relationship  of  private  and  public  payment.3 

The  major  problem  pertaining  to  long-term  care  insurance  is  not  the  lack  of  data. 
The  industry  advisory  committee  located  29  data  sets  which  have  potential  value  for 
long-term  care  insurance.  The  data  sets  include  the  Long  Term  Care  Insurance  Survey, 
the  1982  and  1984  Long  Term  Care  Surveys,  the  1984  National  Health  Interview  Sur- 
vey Supplement  on  Aging,  the  National  Long  Term  Care  Channeling  Demonstration, 
the  1977  and  1985  National  Nursing  Home  Surveys,  and  the  1980  National  Medical  Care 
Utilization  and  Expenditure  Survey  and  the  1987  National  Medical  Expenditure  Survey. 
Much  of  the  data  in  these  surveys  could  prove  very  valuable  to  the  insurance  industry 
in  its  attempt  to  price  and  market  long-term  care  insurance. 

Perhaps  the  most  useful  single  source  of  information  in  this  area  will  be  the  1985 
National  Nursing  Home  Survey.  This  sample  survey  of  nursing  and  related  care  homes, 
their  residents,  their  discharges  and  their  staff  was  conducted  by  the  National  Center 
for   Health   Statistics   between   August    1985   and  January    1986.   It   includes  six 
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questionnaires — current  resident,  discharged  resident,  facility,  nursing  staff,  expense, 
and  next  of  kin.  While  many  of  the  questions  are  similar  to  those  used  in  a  1977  survey, 
some  are  new,  and  the  Next  of  Kin  Questionnaire  is  being  used  for  the  first  time.  Among 
the  information  to  be  derived  from  this  questionnaire  is  whether  the  sample  person  is 
currently  living  or  deceased.  If  deceased,  the  date  of  death  is  obtained.  Other  useful 
questions  asked  include  reasons,  for  entering  the  nursing  home,  history  of  nursing  home 
stays,  hospital  stays  since  nursing  home  discharge,  Medicaid  eligibility  and  sources  of 
payment  for  care.  The  1985  survey  should  provide  very  useful  comparisons  of  nursing 
home  characteristics  and  rates,  and  patient  characteristics  and  utilization  over  time.  While 
one  preliminary  report  has  been  made  already,  the  tapes  from  the  Survey  should  be 
available  to  the  public  later  in  1987. 

The  1977  and  1985  surveys  are  not  longitudinal,  have  been  criticized  for  not  includ- 
ing an  admission  cohort,  and  do  not  include  long-term  care  insurance  as  a  means  of 
financing  care  (although  they  do  mention  health  insurance  in  a  category  with  out-of- 
pocket  expenses).  A  more  serious  problem  with  this  and  many  DHHS  surveys  is  the  time 
it  takes  for  the  data  to  be  made  available  after  the  surveys  have  been  completed.  Although 
it  is  clear  that  careful  editing  must  be  done  before  making  the  data  public,  it  is  very 
important  to  make  the  information  available  on  a  more  timely  basis.  This  is  particular- 
ly the  case  for  long-term  care  insurance,  where  recent  data  are  needed  to  estimate  the 
cost  of  new  policies,  and  the  1977  survey  is  an  outdated  source. 

The  findings  identified  at  a  January  1987  conference  on  "Private  Long  Term  Care 
Insurance:  The  Maturing  Market"  may  well  summarize  the  problem  as  perceived  by  the 
insurance  industry. 

"Data  are  insufficient  for  enabling  insurers  to  design  comprehensive  benefits,  assess 
risks  fully,  or  price  products  with  certainty.  However,  data  are  sufficient  for  many  in- 
surers to  enter  the  market  with  first  generation  products.  Sales  and  market  experience 
will  continue  to  generate  additional  data,  but  research  must  continue  in  areas  such  as 
utilization,  effects  of  Medicaid  availability,  bed  supply,  and  consumer  preference  or  be- 
havior."4 

Much  of  the  difficulty  to  date  has  been  the  lack  of  access  of  the  industry  to  the  Depart- 
ment of  Health  and  Human  Services  (DHHS)  data.  Whether  this  has  been  caused  by  failure 
of  insurance  companies  to  request  the  data,  lack  of  understanding  by  the  insurers  as 
to  what  data  are  available,  or  the  reluctance  of  DHHS  to  make  the  data  available  to  the 
industry  in  a  usable  format  is  not  clear.  The  issue  of  timely  release  of  data  discussed 
above  may  be  relevant.  What  does  matter  is  that  until  now,  the  vast  amount  of  usable 
information  in  the  DHHS  data  bases  has  not  been  tapped  significantly  by  the  insurance 
industry. 

Discussion 

Recognizing  the  importance  of  making  the  DHHS  long-term  care  data  more  readily 
accessible  to  the  sellers  of  long-term  care  insurance,  staff  of  the  Task  Force  arranged 
a  meeting  on  December  9,  1986.  Present  at  the  meeting  were  representatives  of  a  num- 
ber of  commercial  insurance  companies,  Blue  Cross, and  the  Health  Insurance  Associa- 
tion of  America  (HIAA)  as  well  as  knowledgeable  people  from  within  various  agencies 
and  offices  of  DHHS.  Besides  setting  an  important  precedent,  the  meeting  accomplished 
several  objectives.  It  gave  the  insurance  company  representatives  the  background  in- 
formation on  the  Department's  major  long-term  care  surveys,  established  contacts  be- 
tween the  Department  and  the  industry  on  this  issue,  and  allowed  the  insurers  the 
opportunity  to  ask  questions  of  the  DHHS  staff  and  make  suggestions  on  ways  in  which 
the  data  could  be  presented  in  a  more  usable  manner.  It  also  gave  the  Department  offi- 
cials a  better  understanding  of  the  needs  of  the  insurers.  There  was  general  agreement 
that  this  meeting  was  a  very  useful  start. 
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At  about  the  same  time  that  this  meeting  took  place,  DHHS  was  considering  conven- 
ing a  much  larger  data  conference.  On  January  6,  1987,  staff  of  the  Assistant  Secretary 
for  Planning  and  Evaluation,  the  Public  Health  Service,  the  Health  Care  Financing  Ad- 
ministration, the  Task  Force  and  the  HIAA  met  to  begin  planning  the  conference.  There 
were  three  objectives  for  the  conference: 

9  To  share  technical  information  with  respect  to  data  base  documentation  of  the  na- 
tional channeling  demonstration  and  a  number  of  long-term  care  studies; 

®   To  share  results  of  ongoing  analytic  work  employing  these  data  bases;  and 

®  To  demonstrate  the  potential  of  these  data  bases  for  assisting  employers,  insur- 
ance carriers,  continuing  care  retirement  communities,  and  State  agencies  in 
projecting  long-term  care  service  needs  and  costs. 

The  conference  is  scheduled  for  May  26-27  in  Washington,  D.C.  Over  400  persons 
have  been  invited  to  the  meeting.  A  draft  agenda  is  attached. 

Although  the  conference  represents  an  important  step  in  cooperation  between  DHHS 
and  the  insurance  industry  (as  well  as  potential  researchers  in  the  long-term  care  field) 
other  actions  should  be  taken  as  well.  As  insurance  companies  market  and  sell  long- 
term  care  policies,  they  naturally  will  develop  a  great  amount  of  data  on  their  own.  This 
data  can  be  of  tremendous  value  to  the  industry  as  a  whole.  While  insurers  undoubtedly 
will  be  reluctant  to  share  much  of  this  information  with  their  competitors,  they  may 
be  willing  to  pool  this  data  with  an  organization  that  is  not  directly  involved  in  the  product. 
One  such  group  is  the  Society  of  Actuaries.  The  advisory  group  to  the  NAIC  recom- 
mended that  the  Society  could  gather,  compile  and  make  available  technical  data  while 
protecting  the  proprietary  interests  of  the  contributing  firms.5  The  need  for  such  as- 
sistance by  the  Society  is  readily  apparent.  It  involves  the  compiling  of  data  to  make 
more  accurate  the  actuarial  estimates  necessary  for  long-term  care  insurance. 

The  Society  of  Actuaries  is  a  logical  choice  for  this  role,  since  it  has  been  collecting 
data  on  other  forms  of  insurance  since  the  1930s.  At  present,  the  Society's  committee 
on  health  insurance  is  organizing  to  prepare  a  set  of  instructions  to  insurers  on  the  long- 
term  care  data  elements  that  it  would  like  to  obtain.  The  Society  should  be  commended 
for  its  efforts  in  this  area  and  insurers  of  long-term  care  insurance  should  be  encouraged 
to  cooperate  in  this  effort. 

Besides  Federal  and  private  data,  another  potentially  valuable  source  of  information 
is  the  States.  Since  long-term  care  is  the  single  largest  component  of  the  States'  Medicaid 
budget,  it  seems  apparent  that  the  States  could  have  a  good  deal  of  statistical  data  to 
share  not  only  with  the  Federal  Government  but  with  the  private  sector  and  each  other. 
Individual  State  data  are  particularly  important  because  of  the  wide  variations  among 
each  of  the  State  Medicaid  programs.  It  is  not  particularly  helpful  to  an  insurance  com- 
pany considering  marketing  a  product  in  Ohio,  what  the  aggregate  United  States 
Medicaid  nursing  home  utilization  and  rates  are.  Detailed  information  about  Ohio's  pro- 
gram, however,  would  be  extremely  useful  to  that  company. 

Medicaid  information  is  transmitted  from  the  States  to  the  Health  Care  Financing  Ad- 
ministration (HCFA)  in  the  HCFA-2082.  This  is  a  47  page  annual  report.  Among  the 
information  pertinent  to  the  Task  Force  on  the  HCFA-2082  are  numbers  of  Medicaid 
recipients  broken  down  by  eligibility  category  receiving  nursing  home  and  home  health 
care  as  well  as  the  total  days  of  skilled  nursing  facility  and  intermediate  facility  care 
by  eligibility  category.  The  amount  of  expenditures  for  nursing  home  and  home  health 
services  and  the  number  of  recipients  of  long-term  care  services  are  categorized  by  age, 
sex  and  race. 

Because  the  Medicaid  data  obtained  from  the  HCFA-2082  has  been  criticized  for  some 
time  as  being  out-of-date,  of  poor  quality  and  burdensome  to  collect,  HCFA  in  1984 
instituted  a  computerized  system  called  MEDSTAT.  This  system  currently  is  voluntary, 
and  about  27  States  are  participating.  HCFA  is  giving  serious  consideration  to  refining 
MEDSTAT  to  include  all  of  HCFA's  Medicaid  statistical  needs;  designating  it  as  the  single 
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source  to  which  States  must  report  Medicaid  data  and  make  reporting  through  MED- 
STAT  mandatory  for  all  Medicaid  jurisdictions  beginning  with  Fiscal  Year  1989.  If  MED- 
STAT  can  work  as  well  as  its  advocates  suggest  by  providing  higher  quality  and  more 
accessible  data,  while  not  increasing  the  reporting  burden  on  the  States,  it  may  offer 
a  better  source  of  Medicaid  long-term  care  data  than  currently  is  available. 

There  are  some  promising  efforts  currently  being  undertaken  in  achieving  State  cooper- 
ation in  exchanging  data.  One  is  the  National  Association  of  Health  Data  Organizations 
(NAHDO)  established  by  the  Washington  Business  Group  on  Health  in  1986.  Eighteen 
States  representing  over  half  the  population  of  the  United  States  are  members  as  is  the 
Health  Resources  and  Services  Administration  of  DHHS.  Among  the  associate  mem- 
bers of  NAHDO  is  the  Health  Insurance  Association  of  America.  The  Intergovernmental 
Health  Policy  Project  at  George  Washington  University  is  providing  information  and  dis- 
semination services  to  NAHDO  through  a  contractual  agreement. 

Among  other  objectives,  NAHDO's  purpose  is  to  collect  and  disseminate  relevant 
health  information  on  a  regular  basis  to  and  between  member  organizations;  address 
the  need  for  uniformity  of  data  collection;  and  create  a  system  of  access  to  data  by  the 
health  services  research  community.6  NAHDO  also  is  expanding  the  data  collection  ef- 
fort to  include  long-term  care  facilities  and  programs.  To  that  end,  it  is  establishing  a 
long-term  care  data  committee  which  will  examine  methods  of  achieving  more  uniform 
data.  Such  a  cooperative  effort  among  the  member  States  should  be  very  useful  in  provid- 
ing a  better  data  base  which  eventually  could  be  useful  for  long-term  care  insurance. 
Finally,  the  executive  director  of  NAHDO  has  agreed  to  work  with  the  Task  Force  staff 
by  informing  them  of  State  activity  in  the  area  of  long-term  care  data  collection,  and 
also  by  asking  the  States  who  make  up  its  membership  to  provide  any  studies  they  have 
on  financing  long-term  care. 

A  number  of  States  have  collected  long-term  care  data  or  have  expanded  their  efforts 
in  this  area.  One  notable  example  is  Florida.  In  1985  legislation  was  enacted  which  es- 
tablished reporting  requirements  on  patients  and  finances  for  nursing  homes  licensed 
in  that  State.  Florida  says  that  the  "intent  of  the  law  is  not  only  to  collect  information 
on  patients  and  nursing  home  operations,  but  also  to  promote  a  structurally  sound  health 
care  market  through  an  informed  public."7 

Although  data  collection  under  the  system  started  effective  July  1,  1986,  and  analy- 
sis of  individual  patient  data  will  not  be  available  until  12  months  of  data  have  been 
collected,  the  State  did  a  survey  of  the  December  31,  1985  nursing  home  census.  An 
interesting  finding  from  that  survey  is  that  Medicaid  accounted  for  56.4  percent  of  pa- 
tient days;  private  payors  accounted  for  37.3  percent  of  days  and  Medicare  days  were 
4.7  percent  of  the  total.  As  to  revenues  (including  grants  and  donations),  Medicaid  ac- 
counted for  48.0  percent;  private  payors  for  40.8  percent  and  Medicare  for  6.8  percent. 
Insurance  payors  only  paid  0.2  percent  of  nursing  home  revenues  in  Florida  in  1985. 8 
The  relatively  high  percentage  of  Medicare  and  low  percentage  of  private  payor  revenues 
compared  to  national  data  might  be  explained  by  demographic  and  income  characteris- 
tics of  Florida's  nursing  home  population. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES Health  Care  Financing  Administration 

Task  Force  on  Room  4406  HHS  Building 

Long-Term  Health  Care  Policies  330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 

May  18,  1987 
PROTECTING  THE  CONSUMER  OF  LONG-TERM  CARE  INSURANCE 

Issues  to  be  addressed 

The  long-term  care  insurance  report  by  Consumer  Health  Advocates,  Inc.  to  the  Mas- 
sachusetts Insurance  Commissioner  sets  forth  guiding  principles  of  which  the  follow- 
ing is  particularly  pertinent  to  this  discussion: 

It  would  be  appropriate  and  should  be  feasible ...  to  create  a  regulatory  environ- 
ment conducive  to  legitimate  product  innovation  and  insurer  risk  taking  opportu- 
nities without  sacrificing  basic  policyholder  protections.  (Major  policyholder  interests 
include:  availability  of  a  range  of  meaningful  cost-effective  and  accessible  benefits, 
full  information  for  informed  consumer  choice  and  fair  dealing  in  all  aspects  of  in- 
surance transactions.)  If  and  when  the  two  cannot  be  reconciled,  policyholder  pro- 
tection must  be  preferred.1 
The  issues  addressed  in  this  paper  are: 

1.  standards  for  coverage; 

2.  proper  disclosure; 

3.  protection  against  sales  abuses; 

4.  renewal  and  cancellability;  and 

5.  sufficiency  of  economic  reserves 

The  issue  of  premium/benefit  ratios  will  be  discussed  in  a  separate  paper. 
I.   Who  should  regulate 

It  is  a  State  responsibility  to  regulate  insurance.  There  continues  to  be  legislative 
consideration  of  Federal  controls  on  insurance  activities,  and  the  Federal  govern- 
ment has  required  States  to  impose  certain  standards  on  Medicare  supplemental 
insurance.  There  continue  to  be  calls  for  additional  Federal  requirements  for  pro- 
tection of  purchasers  of  Medicare  supplemental  insurance. 

Nothing  in  this  paper  is  intended  to  suggest  any  shift  in  responsibility  from 
State  governments  to  the  Federal  government  nor  additional  Federal  requirements 
on  States. 

States  presently  have  the  authority  to  approve  insurance  policies,  require  mini- 
mum standards  where  appropriate,  set  rates,  require  sufficient  reserves,  and  pro- 
tect consumers.  While  it  is  possible  to  discuss  which  level  of  government  in  a  federal 
system  is  better  suited  for  regulating  insurance,  as  a  practical  matter  that  decision 
has  been  made  in  this  country  by  the  McCarran-Ferguson  Act  of  1945.  To  single 
out  part  of  that  regulatory  activity — and  that  part  a  new  and  largely  uncharted  area — 
for  separate  regulation,  is  fraught  with  peril  far  beyond  any  concern  of  continuing 
to  rely  on  States. 

The  personnel  and  expertise  which  have  been  developed  (and  which  is  being  ex- 
panded) to  prevent  abuses  in  the  sale  of  insurance  exist  at  the  State  level  and  pro- 
vide the  basic  structure  needed  for  preventing  abuses  in  the  sale  of  private  long-term 
care  insurance.  As  a  practical  matter,  the  Federal  government  would  have  to  dupli- 
cate the  licensure  of  agents  and  sales  persons,  investigations  of  complaints,  and 
enforcement  machinery  already  in  place  in  States. 

A  recent  GAO  report  on  Medigap  insurance  concludes  that,  while  sales  abuses 
still  occur  in  the  sale  of  Medigap  policies,  states  are  doing  a  reasonable  and  effec- 
tive job  of  limiting  abuses  and  punishing  perpetrators.  Many  states  have  attempted 
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to  prevent  abuse  through  monitoring  sales  and  advertising  practices  and  revok- 
ing or  suspending  insurance  agent  licenses  and  issuing  cease  and  desist  orders 
to  insurers.2  The  report  also  notes  that: 

Generally,  sales  abuse  cases  have  been  investigated  and  prosecuted  under 
state  laws,  in  keeping  with  the  States'  traditional  role  in  regulating  the  in- 
surance industry.3 

This  is  not  to  suggest  that  State  governments  have  a  perfect  record  in  preven- 
ting abuses.  An  investigative  report  of  the  Subcommittee  on  Health  and  Long-term 
Care  of  the  House  Select  Committee  on  Aging  found  that  senior  citizens  wasted 
$3  billion  dollars  on  Medigap  insurance  in  1986  and  the  amount  lost  each  year 
will  continue  to  escalate.4  Chairman  Pepper's  report  concludes  that  "even  though 
the  States  have  done  a  good  job .  .  .  they  have  been  relatively  ineffective  in  curb- 
ing abuses.5 

Having  found  the  abuses  detailed  in  his  report,  Representative  Pepper  does  not 
recommend  additional  Federal  regulation  of  insurance.  In  fact  he  decries  the  in- 
activity and  disjointed  efforts  of  the  Department  of  Health  and  Human  Services, 
Federal  Trade  Commission,  U.S.  Department  of  Justice,  and  U.S.  Postal  Service. 
He  calls  for  the  creation  of  a  Part  C  of  Medicare  that  would  obviate  the  need  for 
separate  Medigap  insurance.6  His  recommendation  essentially  calls  for  more 
Federal  regulation  through  the  expansion  of  Medicare,  and  if,  as  is  likely,  all  the 
gaps  are  not  closed,  the  result  will  be  new  policies  to  supplement  Medicare.  This 
is  not  to  say  that  specific  gaps  cannot  be  closed  or  reduced,  but  that  elimination 
of  all  gaps  may  prove  to  be  unattainable. 

Long-term  care  is  a  serious  "gap"  in  financing  health  care  for  the  elderly.  Clos- 
ing it  through  expanding  Medicare  would  be  prohibitively  expensive.  Reliance  on 
private  insurance  for  long-term  care  financing  is  perhaps  the  best  alternative.  There 
is  no  evidence  to  suggest  that  the  Federal  government  could  protect  policyholders 
and  promote  the  availability  of  long-term  care  insurance  any  better  than  the  States. 
Therefore,  the  Federal  government  should  leave  to  State  control  the  offering  and 
sale  of  long-term  care  insurance. 

II.    A  framework  for  consumer  protection 

There  are  essentially  two  kinds  of  regulations  that  provide  consumer  protection: 
those  controlling  the  mechanics  of  the  insurance  instrument  such  as  standards 
of  coverage  and  limitations  on  renewability  and  cancellation  and  those  controll- 
ing the  structure,  appearance,  and  distribution  of  the  policy  such  as  disclosure  re- 
quirements, protection  against  sales  abuses,  free  look  provisions,  and  size  of  print. 
Regulating  the  mechanics  of  a  policy  involves  trade  offs  of  cost  and  coverage;  struc- 
tural regulations  do  not.  Since  the  elderly  generally  have  fixed  incomes,  premium 
costs  have  very  limited  elasticity.  Thus  mechanical  requirements  strongly  affect 
marketability. 

For  example,  a  policy  may  cover  only  nursing  home  care,  only  home  care,  or 
a  combination  of  home  and  institutional  care,  but  because  premium  cost  is  very 
inelastic,  trade-offs  must  be  made.  A  regulation  which  mandates  fixed  or  minimum 
coverage  for  nursing  homes  may  effectively  price  long-term  care  insurance  out 
of  the  competitive  market.  A  legislative  or  regulatory  policy  that  requires  home 
care  benefits  results  in  less  availability  of  nursing  home  benefits,  higher  premiums, 
or  both.  Requiring  both  home  and  institutional  coverage  at  a  level  beyond  the 
premium  that  the  market  can  support,  will  result  in  an  over-regulated  market  and 
few  policies  purchased. 

A  regulatory  strategy  may  emphasize  one  form  of  consumer  protection  more 
than  another.  Standardizing  coverage  may  eliminate  the  need  for  extensive 
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disclosure;  minimum  standards  may  be  required  for  structural  elements  of  insur- 
ance such  as  cancellation  provisions  without  forcing  minimum  standards  for 
mechanical  elements  such  as  eligibility  and  benefits. 

Consumers  require  different  levels  of  protection.  The  sale  of  individual  policies 
requires  more  regulation  of  sales  and  advertising  than  group  sales,  and  selling  to 
the  elderly  requires  more  concern  for  renewability  and  cancellation  features  than 
policies  covering  the  general  population. 

Finally,  it  may  be  appropriate  to  regulate  an  emerging  form  of  insurance  differ- 
ently than  one  which  has  fully  penetrated  the  market.  Requiring  standard  cover- 
age for  an  emerging  product  can  severely  limit  the  emergence  of  improved  policies. 
There  is  a  time  to  let  a  thousand  flowers  bloom;  a  time  to  uproot  the  weeds. 

In  developing  recommendations  on  consumer  protection  for  long-term  care  in- 
surance there  are  several  critical  factors  that  affect  different  types  of  protections 
differently,  but  provide  reasonable  protection  for  consumers  overall.  Because  of 
its  market  potential,  the  protection  of  those  over  65  who  are  buying  individual 
policies  will  be  the  focal  point  of  this  discussion. 

III.    Standards  for  coverage 

State  laws  generally  require  insurers  to  provide  benefits  that  offer  reasonable 
economic  protection,  promote  the  health  needs  of  policyholders,  and  can  be  un- 
derstood by  purchasers.  In  approving  policies  States  can  adopt  approaches  to  car- 
ry out  this  mandate  ranging  from  (1)  setting  fixed  benefits,  (2)  adopting  minimum 
benefits,  and  (3)  providing  some  definitional  guidelines  to  benefits  that  may  be 
included  in  a  policy  without  setting  forth  a  level  of  benefits.  To  some  extent  the 
legislative  and  regulatory  framework  may  incorporate  all  three  approaches  to 
coverage. 

The  Baucus  amendments  require  States  (which  had  not  chosen  to  do  so  other- 
wise) to  require  fixed  benefits  in  Medicare  supplement  policies.  The  NA1C  model 
law,  on  the  other  hand,  is  designed  to  permit  maximum  flexibility  to  insurers  in 
developing  policies.  One  of  the  key  issues  in  the  development  of  long-term  care 
insurance  is  the  extent  to  which  State  laws  and  regulations  will  set  fixed  or  mini- 
mum standards  or  will  permit  a  broad  range  of  experimentation.  In  some  States 
where  standards  have  been  set,  insurers  have  claimed  that  they  cannot  enter  the 
marketplace. 

Experience  with  Medigap  insurance  suggests  that  many  policyholders  are  pres- 
sured into  buying  insurance  and  do  not  really  understand  what  their  needs  are  and 
what  they  are  buying.  To  a  large  extent  the  confusion  about  the  amount  of  cover- 
age needed  to  fill  Medicare  "gaps"  was  resolvable  by  simply  defining  those  gaps 
and  fixing  benefits  to  cover  them. 

Long-term  care  benefits  present  an  entirely  different  set  of  issues.  They  are  not 
supplemental  to  an  already  existing  program.  The  range  of  potential  services  and 
settings  are  broad  and  vary  not  only  from  State  to  State  but  within  States.  The 
length  of  coverage  and  the  extent  of  deductibles  and  copayments  can  also  vary 
widely. 

Long-term  care  insurance  is  in  its  infancy.  The  marketplace  can  be  a  powerful 
laboratory  for  experimentation  and  development  of  products.  Legislative  or  regula- 
tory activity  which  limits  marketplace  testing  can  severely  limit  the  growth  of  sound 
long-term  care  insurance  options. 

A.  Option:  Specified  benefit  coverage 
1.  Arguments  for 

It  is  a  general  principle  of  public  policy  that  the  very  young  and  very  old 
need  special  protection.  Benefit  levels  fixed  by  law  or  regulation  can  offer 
consumers  some  guarantee  that  the  policy  they  purchase  will  protect  them. 
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The  very  complexity  of  long-term  care  discourages  consumers  from  buy- 
ing. Many  differing  policy  coverages,  each  claiming  to  provide  needed  cover- 
age, only  leads  to  confusion. 

Specifying  benefits  may  not  have  the  potential  of  allowing  exploration 
of  the  marketplace  but  they  provide  the  greatest  protection  for  the  consumer. 
It  might  be  better  to  develop  a  policy  with  fixed  coverage  and  thus  limit 
the  range  of  variables  for  experimentation  in  the  marketplace.  Also,  a  pro- 
vision in  an  experimental  policy  may  be  marketable  but  not  provide  a 
meaningful,  cost-effective,  and  accessible  benefit. 
2.  Arguments  against 

Experience  shows  that  attempting  to  fix  coverage  for  long-term  care  in- 
surance discourages  the  development  and  marketing  of  products  (e.g.,  Wis- 
consin and  Kentucky).  Even  more  importantly,  it  increases  the  cost  of 
insurance.  Consumers  must  be  able  to  trade  off  benefits  to  obtain  afforda- 
ble insurance  by  selecting  from  policies  offering  a  range  of  coverages.  To 
deprive  them  of  that  ability  is  to  effectively  deprive  them  of  buying  long- 
term  care  insurance  that  fills  their  needs  and  possibly  any  long-term  care 
insurance  at  all. 

The  large  insurers,  with  the  financial  resources  to  make  long-term  care 
insurance  more  universally  available,  are  more  interested  and  experienced 
with  group  insurance  products.  The  size  of  the  potential  market  is  attrac- 
tive; the  complexities  of  insuring  and  lack  of  a  group  market  are  unattrac- 
tive. Fixed  coverage  requirements  will  tend  to  discourage  the  development 
of  the  long-term  care  insurance  market. 

Setting  aside  the  concerns  of  the  insurers  and  the  cost  of  premiums,  is 
fixing  coverage  levels  necessary?  The  whole  area  of  long-term  care  is  ex- 
ceptionally complex  and  confusing.  There  is  a  danger  that  coverage  will  be 
insufficient  or  misunderstood.  There  are  some  legislators  and  regulators 
who  believe  the  public  must  be  protected  from  insufficient  coverage.  The 
alternative,  however,  may  be  no  coverage  at  all.  The  logical  alternative  would 
be  to  find  a  regulatory  approach  that  balances  the  need  to  protect  the  con- 
sumer and  the  desirability  of  having  insurance  available. 

Discouraging  long-term  care  insurance  through  fixing  coverage  require- 
ments is  also  self-defeating.  There  is  a  real  need  for  a  private  means  of  financ- 
ing long-term  care;  private  insurance  is  the  least  expensive,  most  effective 
vehicle  for  reaching  the  largest  number  of  people;  and  frustrating  its  de- 
velopment is  not  in  the  best  interest  of  individual  consumers  or  the  public 
in  general. 

B.  Option:  Minimum  benefit  coverage 

1.  Arguments  for 

Section  4  of  the  Model  Act  includes  in  the  definition  of  "long-term  care 
insurance  that  it  must  be  for  not  less  than  12  consecutive  months  for  each 
covered  person."7  The  purpose  of  the  definition  may  be  no  more  than  to 
determine  whether  an  instrument  will  be  treated  under  the  laws  applicable 
to  long-term  care  insurance  or  some  other  class  of  insurance,  but  the  one- 
year  requirement  is  clearly  a  minimum  standard. 

It  would  be  unusual  for  any  legislative  act  or  regulation  not  to  include 
at  least  some  minimum  standards.  They  provide  guidance  on  acceptable 
standards  for  regulatory  control  as  well  as  controlling  and  limiting  those 
regulated.  If  insurance  commissioners  must  approve  insurance  to  be  offered 
in  their  State  there  must  be  some  standards.  The  Model  Act  states  as  its 
purpose  the  promotion  of  the  public  interest  and  presumably  any  insurance 
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policy  sold  in  a  State  adopting  the  Model  Act  will  be  determined  by  the  Com- 
missioner to  meet  that  purpose.  There  must  be  in  the  law  or  regulations 
some  basis  for  the  Commissioner's  determination. 

The  issue  here  is  whether  having  and  setting  forth  minimum  standards 
with  respect  to  benefits  and  coverage  would  be  an  appropriate  protection 
to  consumers.  If  States  generally  require  insurance  coverage  to  provide  real 
economic  protection  there  should  be  some  measure  of  a  long-term  care  in- 
surance instrument's  economic  value  to  consumers.  It  seems  appropriate 
to  set  the  minimum  measurement  of  insurance  coverage  that  the  insurance 
commissioner  considers,  or  that  the  legislature  believes  the  insurance  com- 
missioner should  consider  in  approving  insurance  policies  for  sale. 

Minimum  standards  have  to  be  set  for  all  aspects  of  benefits  and  cover- 
age. It  may  be  useful  to  prevent  issuance  of  some  long-term  care  policies. 
Those  that  cover  a  specific  illness  or  limit  nursing  home  coverage  to  skilled 
nursing  services  are  examples.  It  would  also  be  appropriate  to  prevent  the 
offering  of  such  limited  reimbursement  of  a  particular  service  that  the  cover- 
age is  illusory.  For  example,  offering  home  care  coverage  after  a  stay  of 
at  least  one  year  in  a  nursing  home  provides  so  remote  a  likelihood  of  claims 
that  claiming  such  a  policy  provides  reimbursement  for  home  care  would  be 
illusory.  Even  a  law  and  regulatory  policy  that  encourages  flexibility  can 
include  some  minimum  standards. 
Arguments  against 

To  some  extent  the  same  arguments  that  apply  to  setting  fixed  coverage 
levels  apply  to  setting  minimum  policy  levels.  The  range  of  long-term  care 
is  so  broad  and  the  determination  of  eligibility  generally  so  independent 
of  a  specific  incident  that  flexibility  in  designing  benefits  and  coverage  is 
needed.  Minimum  standards  force  trade  offs  although  they  may  not  be  as 
great  as  the  trade  offs  forced  by  fixed  standards.  What  is  really  important 
is  the  overall  value  of  the  policy,  not  specific  coverages. 

To  argue  against  setting  minimum  standards  for  long-term  care  insur- 
ance coverage  is  not  to  argue  against  setting  any  minimum  standards. 
Section  6  (C)  of  the  Model  Act  sets  a  minimum  standard  for  pre-existing 
condition  limitations  of  6  months  preceding  the  effective  date  of  coverage 
for  persons  age  65  and  over,  and  24  months  for  persons  under  65.  The  Model 
Act  also  sets  minimum  standards  on  cancelability  and  provides  that  the 
Commissioner 

May  adopt  regulations  that  include  standards  for .  .  .  initial  and  subse- 
quent conditions  of  eligibility,  nonduplication  of  coverage  provisions, 
coverage  of  dependents,  pre-existing  conditions,  termination  of  insurance, 
probationary  periods,  requirements  for  replacement,  recurrent  conditions, 
and  definitions  of  terms. 

Even  these  broad  authorities  to  set  standards  for  the  mechanical  elements 
of  a  long-term  care  insurance  policy  do  not  set  minimum  standards  for 
benefits,  and  therefore  provide  insurers  with  latitude  to  develop  a  range  of 
benefits  that  may  meet  the  anticipated  needs  of  those  in  the  marketplace. 
The  restraint  on  the  use  of  minimum  as  well  as  fixed  standards  provides 
the  latitude  to  insurers  to  develop  new  and  better  instruments  of  coverage 
while  the  minimum  standards  on  other  aspects  of  the  mechanical  structure 
of  the  insurance  instrument  provides  consumer  protection.  There  is  a  balanc- 
ing of  consumer  protection  needs  with  the  development  of  long-term  care 
coverage  using  marketplace  competition. 
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C.  Definitional  guidelines  for  benefits 

Laws  and  regulations  use  definitions  to  limit  or  specify.  Providing  minimum 
coverage  through  definitions  is  a  viable  means  of  setting  standards  for  insur- 
ance coverage  and  one  that  is  contemplated  in  Section  6  (A)  of  the  Model  Act. 
Insurance  companies  have  the  option  of  including  or  excluding  coverages,  but 
if  they  are  included  there  are  some  standards  that  must  be  met.  These  defini- 
tional standards  provide  protections  similar  to  those  provided  by  minimum  stan- 
dards but  provide  additional  latitude  to  insurers  by  making  the  coverage 
optional. 

IV.    Proper  Disclosure 

Disclosure  is  a  form  of  consumer  education.  There  is  an  assumption  that  if  a 
person  has  sufficient  economic  interest,  and  is  provided  adequate  information,  he 
or  she  will  read  the  material  and  make  an  informed  decision.  Section  6  (A)  of  the 
NAIC  Model  Act  provides  extensive  disclosure  authority: 

The  Commissioner  may  adopt  regulations  that  include  standards  for  full  and 
fair  disclosure  setting  forth  the  manner,  content,  and  required  disclosures  for 
the  sale  of  long-term  care  insurance  policies.  .  .8 

Complete  disclosure  might  require  a  statement  longer  than  the  policy,  which 
of  course,  very  few  people  would  read.  This  is  not  to  minimize  the  value  of  dis- 
closure, but  to  emphasize  the  need  for  effective  disclosure.  Illustrative  of  the 
problem  is  the  Guide  To  Health  Insurance  for  People  with  Medicare9  which  in- 
cludes a  list  of  expenses  not  covered  by  Medicare.  In  spite  of  this  disclosure  most 
purchasers  of  Medigap  policies  believe  Medicare  covers  long-term  care. 

To  be  effective,  disclosure  statements  must  be  concise,  presented  in  readable 
type,  and  in  a  clear  and  uncluttered  format.10  Additional  information  can  be 
provided  in  a  separate  document  especially  if  it  is  targeted  for  different  au- 
diences.11 The  task  for  State  regulators  is  to  identify  the  most  important  informa- 
tion for  disclosure  on  the  face  of  the  insurance  policy. 

For  disclosure  to  be  an  effective  protection  for  consumers  of  long-term  care  in- 
surance several  conditions  must  exist.  General  education  is  not  a  substitute  for 
disclosure,  but  a  prerequisite.  An  overall  increase  in  knowledge  about  long-term 
care  services  and  financing  options  is  needed  if  disclosure  about  a  specific  insur- 
ance policy  is  to  be  understood  in  con'ext. 

Availability  of  reliable  advisory  sources  would  surely  enhance  the  usefulness  of 
disclosure.  Government  agencies,  groups,  associations,  health  providers,  legal  ad- 
visors, estate  planners,  and  others  who  advise,  counsel,  or  provide  information  to 
those  who  buy  long-term  care  insurance  need  sufficient  education  and  informa- 
tion so  they  can  help  prospective  purchasers  understand  the  policies  and  dis- 
closures. 

The  development  of  consumer  guides  with  a  list  of  questions  and  bases  for  com- 
parison is  a  starting  point.  A  number  of  good  consumers  guides  have  been  or  are 
being  developed.  Incorporating  consumer  guides  with  disclosure  statements  on 
the  face  of  the  insurance  policy  may  increase  consumer  awareness  and  tailor  dis- 
closure to  different  types  of  consumers.  Regulations  can  increase  the  effective- 
ness of  disclosure  statements  by  requiring  their  placement  in  the  front  of  the 
document,  use  of  large,  readable  print,  and  use  of  an  attractive  format  and  layout. 

V.    Protection  against  sales  abuses 

There  is  no  failsafe  system  to  prevent  sales  abuses..  Fear  is  a  strong  factor  in 
inducing  people  to  buy  insurance  to  protect  themselves  against  the  contingencies 
for  which  long-term  care  insurance  is  designed.  There  will  always  be  unscrupulous 
operators  who  will  exploit  fear  to  sell  specious  or  unneeded  coverage. 
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It  would  be  a  mistake,  however,  to  condemn  private  insurance  because  it  can- 
not be  made  failsafe,  or  to  so  inhibit  the  sale  of  insurance  in  order  to  avoid  abuses 
that  an  important  means  of  financing  long-term  care  is  lost.  The  balancing  of  con- 
sumer protection  with  the  need  for  market  development  leads  to  an  imperfect  world 
in  which  unethical  and  criminal  people  can  operate — at  least  for  a  time. 

There  are  two  types  of  consumer  protections  with  respect  to  preventing  sales 
abuses — those  involving  the  individual  purchaser  and  those  involving  the  licens- 
ing, investigatory,  and  enforcement  machinery  of  the  State.  The  NAIC  Model  Act 
provides  that  a  purchaser  may  cancel  the  policy  within  10  days  (30  days  if  the  policy 
is  sold  by  mail)  and  have  his  or  her  premium  refunded.  Notice  of  this  right  must 
be  prominently  printed  on  the  first  page  of  the  policy.12 

However,  most  violations  of  reasonable  sales  practices  are  not  discovered  until 
later  and  the  only  protection  is  an  adequate  enforcement  mechanism  to  investigate 
and  punish  wrongdoers.  Experience  with  the  sale  of  Medigap  insurance  has  led 
States  to  increase  and  improve  their  licensure,  investigative,  and  enforcement  ac- 
tivities and  the  same  activities  are  appropriate  for  "policing"  the  sale  of  long-term 
care  insurance.  Abuse  of  televised  advertisements  for  Medigap  insurance  has  now 
led  State  insurance  commissioners  to  the  conclusion  that  restrictions  on  such  ad- 
vertising are  necessary.  The  National  Association  of  Insurance  Commissioners  is 
therefore  studying  ways  to  prevent  advertising  abuses  in  the  sale  of  insurance  to 
senior  citizens. 

Senior  citizens  are  the  victims  of  sales  abuses  but  they  are  not  powerless.  They 
have  organizations  and  political  strength  that  prevent  improper  treatment  of  the 
elderly  from  being  hidden  or  ignored  and  a  strong  interest  in  pressing  State  regu- 
lators to  take  the  necessary  measures  to  punish  abuses.  Ultimately  these 
watchdog  activities  are  an  essential  part  of  the  protections  against  sales  abuse  that 
are  part  of  the  system. 

There  is  a  constant  need  for  education  and  the  involvement  of  government  agen- 
cies, associations,  groups,  providers  of  services,  and  others  to  maintain  a  level  of 
knowledge  about  long-term  care  insurance,  sales  abuses,  and  other  information 
that  consumers  need  to  make  informed  choices.  The  need  is  not  to  create  legisla- 
tive or  regulatory  remedies,  but  to  provide  a  general  level  or  recourse  to  a  reliable 
source  of  information  so  that  reasonably  prudent  people  can  protect  themselves 
from  improper  sales  pressures.  Real,  carefully  targetted  education  will  avoid  stir- 
ring hysteria  about  sales  abuses  which  is  ultimately  as  harmful  as  exploiting  the 
fear  to  promote  the  sale  of  fraudulent  insurance. 

VI.    Renewal  and  cance liability 

The  Industry  Advisory  Group  to  the  National  Association  of  Insurance  Commis- 
sioners set  forth  four  types  of  cancellation  features  for  insurance  policies: 

*  Optionally  Renewable:  renewal  is  at  the  option  of  the  insurance  company. 

*  Conditionally  Renewable:  renewal  can  be  declined  by  class,  by  geographic 
area  or  for  stated  reasons  other  than  deterioration  of  health. 

*  Guaranteed  Renewable:  renewal  cannot  be  declined  by  the  insurance  compa- 
ny for  any  reason,  but  the  insurance  company  can  revise  the  rates  on  a  class 
basis. 

*  Non-Cancellable:  renewal  cannot  be  declined  nor  can  rates  be  revised  by  the 
insurance  company.13 

The  choice  is  between  requiring  that  long-term  care  insurance  policies  be  con- 
ditionally renewable  or  guaranteed  renewable  or  some  mixture  of  the  two  ap- 
proaches. The  NAIC  Model  Act  provides  in  section  6  (b)  that  policies  must  be  at 
least  conditionally  renewable.  The  Industry  Advisory  Group  was  divided.  The  majori- 
ty opinion  held  that  conditionally  renewable  policies  should  be  allowed  but 
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should  not  be  cancellable  because  of  advanced  age  or  deterioration  of  health.14 
Recommendations  by  S.  David  Childers  to  the  Task  Force  and  by  Consumers  Health 
Advocates,  Inc.  to  the  Massachusetts  Insurance  Commissioner  urge  that  long-term 
care  insurance  policies  be  guaranteed  renewable.15 

At  issue  is  the  balancing  protections  for  policyholders,  who  may  have  paid  their 
premiums  while  young  and  healthy  only  to  find  themselves  cancelled  late  in  life 
when  they  are  virtually  unable  to  obtain  other  insurance  with  protections  for  the 
insurance  company,  which  is  entering  a  new  and  experimental  field  for  insurance, 
from  largely  unpredictable  risks. 

A  conditionally  renewable  policy  provides  consumers  with  the  advantage  of  lower 
premiums.  The  requirement  that  policies  be  at  least  conditionally  renewable  does 
not  prevent  insurance  companies  from  offering  guaranteed  renewable  policies.  Is 
this  just  one  more  option  that  consumers  can  have  like  getting  additional  warranty 
protection  on  a  new  car  for  extra  money?  Or,  is  a  cancellation  feature  so  basic 
that  guaranteeing  renewability  must  be  a  standard  feature? 

On  the  one  hand,  requiring  guaranteed  renewability  insurance  results  in  spreading 
the  risk  of  miscalculating  the  payout  for  a  specific  class  of  insured  to  all  the  in- 
sured over  the  length  of  their  coverage  or  obtaining  an  increased  premium  for  the 
affected  class  when  problems  arise.  At  worst,  the  miscalculation  will  result  in  a 
loss  to  profits  on  other  insurance  sold  by  the  company  or  bankruptcy  in  which 
case  a  judge  will  determine  how  to  spread  the  loss. 

On  the  other  hand,  permitting  conditionally  renewable  policies  eliminates  some 
of  the  risk  to  an  insurance  company  of  entering  the  long-term  care  insurance  mar- 
ket and  helps  the  development  of  the  marketplace.  There  is  a  cost  to  a  policy  which 
is  guaranteed  renewable  above  the  cost  of  one  which  is  optionally  renewable  and 
that  added  cost  must  either  reduce  the  size  of  the  market  or  translate  into  lower 
benefits.  The  optionally  renewable  policy  protects  the  greatest  number  of  policy- 
holders by  eliminating  those  whose  risk  is  too  great. 

On  balance,  the  issue  turns  on  the  basic  protections  afforded  the  consumer.  To 
use  the  automobile  analogy,  the  issue  is  whether  renewability  is  like  the  size  of 
an  engine  or  like  a  brake  system.  The  size  of  an  engine  is  optional;  having  a  relia- 
ble brake  system  is  not.  If  an  individual  buys  too  little  long-term  care  insurance 
or  insurance  that  is  not  fully  satisfactory  to  his  or  her  needs  more  insurance  can 
be  purchased  or,  if  not,  the  policy  still  has  validity  for  the  coverage  it  does  pro- 
vide. A  car  with  a  four  cylinder  engine  may  not  be  as  good  for  pulling  a  trailer 
but  it  still  can  carry  the  family  to  the  local  supermarket. 

With  respect  to  insurance,  loss  of  coverage  is  very  serious.  If  the  individual  is 
in  the  cancelled  class,  all  coverage  is  lost  and  all  the  policyholder's  future  protec- 
tion may  be  destroyed.  The  likelihood  of  cancellation  occurring  when  the  policy- 
holder is  no  longer  able  to  replace  the  policy  or  when  premium  rates  will  be 
prohibitively  high  is  too  great  to  be  ignored.  A  conditionally  renewable  policy  shifts 
all  the  risk  to  the  policyholder  of  a  pricing  decision  that  is  entirely  in  the  control 
of  the  insurance  company. 

An  additional  problem  is  the  renewability  of  group  long-term  care  policies.  An 
individual  who  participates  in  a  group  policy  would  no  longer  be  covered  if  the 
group  ceases  to  exist  or  drops  the  insurance.  Members  of  the  group  are  not  pro- 
tected against  the  eventuality  of  a  group  policy  which  is  not  renewed. 

One  means  of  protecting  an  individual  who  buys  group  insurance  is  conversion 
to  an  individual  policy.  Typically  group  health  insurance  obtained  through  em- 
ployment has  a  provision  for  conversion  for  employees  who  leave  their  jobs.  With 
respect  to  long-term  care  insurance  the  right  to  elect  conversion  could  be  limited 
to  cancellation  of  group  policies  or  could  be  expanded  to  permit  policyholders 
who  leave  the  group  to  elect  conversion  to  an  individual  policy. 
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VII.    Sufficiency  of  reserves 

Adequate  reserves  for  the  payment  of  claims  is  critical  if  the  consumer  is  to 
be  protected  in  all  insurance  programs.  Where  a  major  portion  of  present  premi- 
ums are  to  cover  claims  for  a  future  period,  reserving  is  not  only  more  critical 
but  more  complex.  At  issue  is  not  only  the  amount  of  premiums  that  must  be 
reserved  for  future  claims  but  the  safety  of  investment  of  reserves. 

While  each  State  must  approve  the  reserves  of  an  insurance  company  selling 
policies  within  its  borders,  generally  the  domiciliary  State  of  the  insurance  com- 
pany examines  the  sufficiency  of  reserves  during  a  triennial  examination  or  more 
frequently  if  necessary.16  The  same  actuarial  considerations  are  used  by  all  states 
in  developing  reserve  requirements  so  that,  while  there  is  not  uniformity  or  ex- 
traterritoriality of  reserve  requirements  there  is  a  recognized  standard. 

In  terms  of  ascertaining  the  adequacy  of  reserves,  State  examiners  generally 
have  a  history  of  claims  paid  on  which  to  base  a  determination  of  the  adequacy 
of  reserves.  Long-term  care  insurance  presents  a  difference  in  degree  of  reserves 
required  compared  to  accident  and  health  insurance  because  so  many  of  the  claims 
will  be  made  in  the  future.  Experience  may  be  more  comparable  to  disability  in- 
surance in  terms  of  the  "disabled  life  reserve"  necessary — the  amount  that  must 
be  reserved  where  a  claim  has  been  made  for  the  duration  of  the  claim  beyond 
the  benefit  period. 

The  Model  Act  does  not  provide  for  the  establishment  of  distinct  reserve  re- 
quirements for  long-term  care  insurance.  There  is  some  likelihood  that  State 
examiners  may  vary  in  their  determination  of  the  adequacy  of  long-term  care  in- 
surance reserves  until  there  is  enough  claim  history  to  provide  a  historical  basis 
for  consistency. 

One  area  where  reserve  requirements  are  needed  is  the  long-term  care  reserves 
of  continuing  care  retirement  communities  (CCRC).  Only  about  18  States  have 
statutes  requiring  such  reserves,  and  in  many  States  the  insurance  commissioner 
has  no  authority  to  regulate  CCRCs.  This  results  in  a  consumer  protection  gap 
that  needs  to  be  closed.  Accreditation  standards  developed  by  the  American  As- 
sociation of  Homes  for  the  Aging  and  actuarial  standards  developed  by  the  Ameri- 
can Academy  of  Actuaries  provide  a  starting  point  for  developing  regulatory 
standards. 
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Washington,  D.C.  20201 

May  18,  1987 

Issue:  What  is  the  best  approach  to  measuring  the  value  of  long-term  care  insurance 
policies? 

Discussion 

In  measuring  the  relative  value  of  health  insurance,  regulators  traditionally  have  used 
a  ratio  of  benefits  paid  to  premiums  collected,  often  called  a  "loss  ratio."  This  is  the 
percentage  of  premiums  which  on  the  average  are  returned  to  the  policyholders  in  the 
form  of  benefits.  It  is  calculated  by  dividing  the  amount  of  incurred  claims  by  the  amount 
of  earned  premiums  for  the  reporting  period.  Loss  ratios  are  one  way  that  consumers 
and  regulators  can  compare  and  evaluate  insurance  policies. 

The  Baucus  Amendment  sets  target  ratios  for  Medicare  supplement  insurance  poli- 
cies. Cinder  these  targets,  Medicare  supplement  policies  are  expected  to  have  minimum 
loss  ratios  of  at  least  60  percent  for  individual  policies  and  75  percent  for  group  poli- 
cies. While  premium  to  benefit  ratios  may  well  be  a  valid  tool  for  measuring  many  other 
kinds  of  insurance  (and  even  then  may  not  be  the  only  valid  form  of  comparison)  it  may 
be  less  appropriate  for  long-term  care  insurance.  Mark  Meiners  points  out  that  it  would 
be  anticipated  that  loss  ratios  in  the  early  years  of  the  policy  would  be  low  (when  rela- 
tively few  claims  are  made)  but  will  be  compensated  by  high  ratios  in  later  years  when 
payouts  increase.  He  states  that  it  therefore  would  not  be  feasible  to  meet  a  fixed  annu- 
al loss  ratio  until  the  policy  had  been  sold  for  a  reasonable  length  of  time.1 

The  Industry  Advisory  Committee  to  the  National  Association  of  Insurance  Commis- 
sioners (NAIC)  expressed  additional  concerns  about  loss  ratios.  It  considered  the  "inap- 
propriate application  of  loss  ratio  requirements"  as  a  barrier  to  market  entry  by  potential 
insurers.  The  Advisory  Committee  stated  that  this  was  caused  by  two  factors.  First,  some 
regulators  expected  long-term  care  policies  to  meet  the  loss  ratios  on  an  annual  basis 
rather  than  over  the  entire  period  for  which  rates  are  computed  to  provide  coverage. 
Second,  they  are  concerned  that  some  States  are  imposing  higher  loss  ratios  on  long- 
term  care  insurance  than  on  most  other  health  insurance  products  and  "consequently 
stifled  the  market."2 

However,  the  Advisory  Committee  recognized  that  some  States  may  want  to  apply 
loss  ratios  when  evaluating  insurers.  (For  example,  Connecticut  enacted  legislation  in 
1986  requiring  long-term  care  insurance  policies  in  that  State  to  have  minimum  less 
ratios  of  55  percent  for  individual  policies  and  60  percent  for  group  policies).  The  Advi- 
sory Committee  suggested  that  the  following  factors  be  taken  into  account: 

•  Marketing  costs  for  long-term  care  insurance  can  be  expected  to  be  higher  than 
for  other  individual  health  policies,  basically  because  the  concept  is  so  new  both 
to  customers  and  salespeople  that  achieving  reasonable  loss  ratios  will  be  more 
burdensome  than  for  other  individual  policies. 

•  Since  adequate  actuarial  data  are  not  yet  available  for  accurate  pricing,  a  greater 
margin  for  risk  should  be  allowed. 

•  Administrative  costs  for  long-term  care  insurance  are  proportionately  higher  since 
economies  of  scale  have  not  yet  been  fully  achieved.3 

The  General  Accounting  Office  presents  several  other  caveats.  Although  written  in 
the  context  of  Medigap  policies,  much  of  this  could  apply  to  long-term  care  insurance 
as  well. 


249 


"State  insurance  regulatory  officials  told  us  that  loss  ratios  are  a  useful  tool  in 
analyzing  insurance  policy  performance,  but  caution  that  they  are  only  a  step  in 
any  analysis.  Loss  ratios  must  be  interpreted  with  care  because  of  the  factors  that 
may  affect  the  computations.  Early  policy  experience  may  result  in  a  relatively 
low  loss  ratio  because  of  waiting  periods  for  certain  conditions  when  the  policy 
will  not  cover  services.  Also  new  policy  holders  may  be  relatively  healthy  and  file 
few  claims  so  a  policy  experiencing  substantial  amounts  of  new  business  may  ex- 
perience a  relatively  low  loss  ratio.  Thus,  loss  ratios  should  be  viewed  over  the 
time  that  represents  *mature'  experience.  .  .(italics  added) 

Loss  ratios  reflect  the  combined  experience  of  all  policyholders,  but  the  pur- 
chase of  a  policy  is  a  highly  individual  transaction.  A  relatively  high  loss  ratio  in- 
dicates that  the  policyholders  as  a  group  are  getting  a  fair  return  on  their  premiums 
but  does  not  promise  any  particular  return  to  an  individual."4 
The  model  law  of  the  NAIC  says  relatively  little  about  premium  to  benefit  measure- 
ments. It  states  that  insurance  commissioners  "may  adopt  regulations  establishing  loss 
ratio  standards  for  long-term  care  insurance  policies  provided  that  a  specific  reference 
to  long-term  care  insurance  policies  is  contained  in  the  regulation."5 

As  insurers  and  regulators  develop  more  experience  and  obtain  better  data,  it  may 
well  be  desirable  for  premium  to  benefit  ratios  to  be  utilized  at  that  time.  If  the  Task 
Force  should  decide  that  these  ratios  are  inappropriate  at  this  time  for  long-term  care 
insurance,  it  is  necessary  to  look  into  alternative  ways  of  measuring  performance  of 
insurers  until  such  time  that  appropriate  ratios  can  be  developed.  Such  alternatives  must 
meet  the  requirement  of  the  statute  that  the  Task  Force  develop  recommendations  to 
assure  that  policy  benefits  are  reasonable  in  relationship  to  premiums  charged. 

Alternatives  to  Loss  Ratios 

One  approach  could  recommend  methods  for  evaluating  different  long-term  care  in- 
surance policies.  For  example,  in  approving  policies,  insurance  commissioners  may  wish 
to  consider: 

1.  Cost  of  the  product 

2.  Policy  features,  e.g.  institutional  and/or  non-institutional  care,  service  or  indem- 
nity policy,  renewability  provisions 

3.  Reserves  of  company 

4.  Does  company  have  ability  to  raise  premiums 

5.  Reputation  of  company  in  general 

6.  Reputation  of  company  with  respect  to  long-term  care  insurance 

7.  Experience  with  policy  form 

8.  Benefit  potential  vs.  premiums  paid 

9.  Underwriting  features 

10.  Preexisting  conditions  and  whether  they  affect  you  personally 

11.  Is  it  sponsored  by  an  organization  to  which  you  belong 

12.  Are  premiums  level  or  stepped  up6 

While  this  would  appear  to  be  a  useful  approach  to  comparing  policies  in  lieu  of  loss 
ratios,  many  of  the  assessments  are  subjective.  Even  those  that  are  not  subjective  might 
be  difficult  to  use  in  determining  whether  a  policy  should  be  approved.  In  addition,  several 
of  the  assessments  would  be  more  useful  for  potential  consumers  of  long-term  care  in- 
surance policies  than  for  regulators.  Therefore,  while  this  approach  could  be  helpful 
for  a  highly  informed  customer  in  selecting  a  policy,  it  is  very  doubtful  that  substituting 
this  concept  for  loss  ratios  would  fully  meet  the  intent  of  the  law. 

A  more  useful  approach  may  be  the  one  taken  by  the  Health  Care  Financing  Admin- 
istration actuaries  in  a  paper  to  be  presented  to  the  Task  Force.  In  essence,  the  actu- 
aries are  developing  a  set  of  tables  and  assumptions  that  can  be  used  by  insurance  com- 
missioners and  insurance  companies  to  determine  the  value  of  insurance  policies  in  lieu 
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of  the  premium  to  benefit  ratio.  If  acceptable  to  the  Task  Force,  the  table  of  assump- 
tions may  be  a  valid  alternative  to  bridge  the  gap  between  the  current  infancy  of  the 
market  and  the  eventual  mature  market. 
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Model  Act,  adopted  December  9,  1986. 
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THE  AVAILABILITY  OF  NURSING  HOME  BEDS  FOR  PRIVATE 
PAY  PATIENTS  AND  THE  CERTIFICATE  OF  NEED  ISSUE 

Questions 

1.  Is  there  a  shortage  of  nursing  home  beds? 

2.  Do  certificate  of  need  laws  cause  or  contribute  to  a  shortage  if  one  exists? 

3.  What  impact  does  a  shortage  of  nursing  home  beds  have  on  private  financing  for 
long-term  care? 

Scope  of  paper 

The  Task  Force  on  Long-Term  Health  Care  Policies  is  responsible  for  developing 
recommendations  on  the  private  financing  of  long-term  care.  The  certificate  of  need 
issue  involves  significant  public  financing  issues  which  are  beyond  the  scope  of  our  Task 
Force  so  that  our  interest  in  the  issue  is  limited  to  the  potential  impact  on  the  supply 
of  nursing  home  beds  for  an  expanded  number  of  private  pay  patients. 

Legislative  background 

The  certificate  of  need  (CON)  laws  grew  out  of  the  health  planning  movement  of  the 
1970s.  CON  was  an  attempt  to  relate  health  facilities  construction  to  community  need, 
and  eligibility  for  reimbursement  under  Medicare,  Medicaid,  and  Maternal  and  Child 
Health  programs  were  made  contingent  on  approval  by  State  Health  System  Agencies 
(HSA).1  The  1975  Act  authorizing  the  establishment  and  funding  of  HSAs  and  the  utili- 
zation of  CONs  expired  in  1982  although  funding  for  HSAs  was  continued  until  1986. 
There  is  now  no  Federal  requirement  nor  funding  for  the  process. 

Most  States  have  continued  the  certificate  of  need  requirement  although  several  States 
have  either  no  certificate  of  need  requirement,  no  review  of  new  or  expanded  facilities 
or  services,  or  neither:2 


State 


no  CON 


no  review 


Arizona 

California 

Idaho 

Kansas 

Louisiana 

Minnesota 

New  Mexico 

Texas 

Utah 


x 
x 

X 
X 

x 

X 

X 
X 
X 


X 
X 


X 
X 


The  creation  of  new  or  expanded  nursing  home  facilities  can  increase  Medicaid  costs 
in  two  ways.  First,  those  individuals  might  gain  admission.  Second,  patients  who  enter 
as  private  pay  patients  often  end  up  on  Medicaid.  This  latter  possibility  is  very  signifi- 
cant to  Medicaid  funding.  The  potential  of  increased  Medicaid  expenditures  because 
of  "spend  down"  is  shown  in  the  following  chart.3 
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PERCENT  OF  ELDERLY  IMPOVERISHED 
BY  LONG-TERM  MEDICAL  CARE 


Married,  One  in  Institution 
Single,  if  in  Institution 


20        40        60         80 
Percent  in  Poverty 


100 


Barron's  Magazine,  June  2,  1986 

Is  there  a  shortage  of  nursing  home  beds? 

It  is  estimated  that  there  is  a  shortage  of  250,000  nursing  home  beds.  With  the  over 
65  population  projected  to  double  by  the  year  2000  and  the  percentage  of  those  over 
75  increase  at  an  even  faster  rate  nursing  home  residency  is  expected  to  increase  from 
the  present  1.5  million  to  2.1  million  by  the  year  2000. 

One  measure  of  underbedding  is  the  extent  to  which  those  who  need  nursing  home 
care  and  are  as  disabled  as  those  already  in  nursing  homes  would  enter  nursing  homes 
if  more  beds  were  available.  Evidence  suggests  that  almost  all  the  people  who  are  in 
nursing  homes  need  nursing  home  care  and  would  pass  any  reasonable  screening  test 
for  admission.  For  every  person  in  a  nursing  home  there  may  be  as  many  as  two  people 
not  in  nursing  homes  who  are  equally  debilitated.  Assuming  no  limit  on  financing  it's 
likely  that  an  increase  in  nursing  home  population  would  not  significantly  reduce  in- 
tensity of  nursing  home  services  required. 

There  has  been  a  debate  as  to  whether  there  is  a  genuine  shortage  of  nursing  home 
beds  for  some  time.  One  of  the  principal  indicators  that  was  used  is  the  number  of  acute 
care  patients  waiting  to  get  into  nursing  homes.  However,  with  the  introduction  of  DRG- 
based  payments  to  hospitals,  the  number  of  such  patients  appear  to  have  decreased. 
Some  experts  believe  that  under  the  DRG  system  hospitals  have  a  strong  incentive  to 
place  patients  in  nursing  homes.  Still,  the  problem  tends  to  reemerge.  Hospitals  are 
asking  for  coverage  for  sub-acute  care  that  differs  from  skilled  nursing  primarily  in  that 
it  is  provided  in  a  hospital.  There  is  also  pressure  to  expand  the  swing  bed  program 
now  restricted  to  small  rural  hospitals  to  urban  hospitals  with  low  occupancy  rates.  It 
is  at  least  questionable  whether  these  pressures  are  caused  by  nursing  home  bed  short- 
ages or  acute  care  overbedding. 

To  the  extent  that  there  is  an  underbedding  problem  in  the  United  States  it  is  not 
evenly  distributed.  Nursing  home  utilization  is  at  91  percent  of  capacity  nationwide, 
but  some  States  have  utilization  rates  in  the  70  percent  range.  The  number  of  beds  per 
thousand  of  the  elderly  population  ranges  from  22  in  Florida  to  96  in  Wisconsin  and 
these  variations  can  only  partly  be  explained  by  higher  need  levels  caused  by  differing 
levels  of  the  oldest  old  cohort  from  State  to  State.  Nevertheless,  there  is  no  correlation 
between  the  number  of  beds  per  1,000  population  and  the  occupancy  rate.  It  would  ap- 
pear that  there  is  an  elasticity  of  demand  for  nursing  home  care  that  makes  determin- 
ing the  extent  to  which  there  is  a  shortage  of  beds  difficult  to  determine.  Client  and 
family  preference  are  the  most  significant  determinants  of  who  will  seek  admission  in 
a  nursing  home. 
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Do  certificate  of  need  laws  cause  or  contribute  to  a  shortage  if  one  exists? 

Some  providers  tend  to  favor  retention  of  CON  restrictions  because  they  believe  they 
increase  the  franchise  value  of  nursing  homes;  investment  analysts  tend  to  believe  CON 
procedures  are  responsible  for  the  above  average  profits  of  nursing  homes  as  meas- 
ured by  cash  return  on  equity  in  private  nursing  homes,  and  State  officials  have  tradi- 
tionally favored  bed  supply  controls  because  they  believe  there  is  a  relationship  between 
bed  supply  and  demand.  States  view  bed  supply  controls  as  necessary  to  curb  exces- 
sive or  inappropriate  use  resulting  in  higher  Medicaid  costs. 

There  has  not  been  enough  time  for  States  that  have  removed  the  CON  requirement 
to  determine  what  the  full  effect  of  deregulation  will  be.  Nor  have  any  States  with  nurs- 
ing home  occupancy  rates  at  or  near  full  capacity  repealed  their  CON  requirements. 
Experience  thus  far  has  been  widely  divergent. 

•  Arizona's  deregulation  has  sparked  a  building  boom.  Bed  supply  increased  76  per- 
cent in  4  years  with  75  percent  of  the  new  beds  certified  for  SNF  level  care.  However, 
prior  to  deregulation,  Arizona  was  considered  to  be  underbedded  and  by  1990  Ari- 
zona's bed  to  population  ratio  will  be  at  or  near  the  national  average.  The  growth 
in  beds  at  the  high  cost  SNF  level  is  increasing  State  long-term  care  costs. 

•  Texas  partially  deregulated  in  1985  lifting  controls  on  beds  not  to  be  certified  for 
Medicare/Medicaid  patients.  It  has  long  been  considered  overbedded  with  an  oc- 
cupancy rate  in  the  80  percent  range.  Low  flat  rate  reimbursement  for  Medicaid 
patients  may  be  a  major  cause  of  the  low  occupancy  rate. 

•  Utah's  CON  controls  sunsetted  in  1984  but  the  State  has  not  experienced  as  rapid 
a  rate  of  new  construction  as  Arizona.  New  construction  has  been  focused  on  specific 
needs  that  will  conform  to  certification  requirements  for  psychiatric  beds.  Utah  has 
a  74  percent  occupancy  rate  of  its  existing  facilities. 

It  is  possible  that  CON  restrictions  can  slow  and  discourage  the  building  of  new  or 
expanded  nursing  home  capacity  for  the  short-term,  but  the  existence  of  a  large  num- 
ber of  people  as  disabled  as  those  in  nursing  homes  argues  against  a  "need"  determina- 
tion preventing  an  expansion  of  services  if  the  market  will  otherwise  support  payment 
for  those  services.  The  demographics  of  the  aging  population  alone  will  force  an  expan- 
sion of  long-term  care  facilities. 

Moratoriums  on  nursing  home  building  or  expansion  are  effective  means  of  limiting 
the  growth  of  Medicaid  expenditures  and  low  Medicaid  reimbursement  levels  tend  to 
discourage  expansion  of  capacity.  Pre-screening  of  patients  is  not  particularly  effective 
and  cannot  reach  private  pay  patients  who  may  ultimately  "spend  down"  and  qualify 
for  Medicaid  assistance.  CON  requirements,  however,  are  less  useful  than  market  de- 
mand in  low  utilization  States  and  are  bothersome,  often  expensive,  and  sometimes  po- 
litically difficult  in  States  with  high  demand. 

What  impact  does  a  shortage  of  nursing  home  beds  have  on  private  financing  for 
long-term  care? 

As  more  and  more  people  provide  for  private  financing  of  long-term  care  the  ques- 
tion of  whether  there  will  be  services  available  become  critical.  If  demand  increases  and 
supply  does  not,  there  is  a  strong  likelihood  that  costs  will  increase  and  destroy  the 
value  of  insurance  policies  and  other  private  financing  increases.  Also,  there  is  a  real 
possibility  that  private  pay  patients  will  displace  Medicaid  patients  as  nursing  home  prices 
escalate. 

On  the  other  hand,  if  private  utilization  rates  increase,  the  number  of  people  who  ex- 
haust their  private  resources  will  tend  to  increase  and  the  result  is  likely  to  be  an  in- 
crease in  Medicaid  costs  that  might  more  than  offset  the  reduction  in  Medicaid  costs 
of  expanded  private  financing.  Pressures  on  State  Medicaid  budgets  are  likely  to  increase 
with  the  growth  in  numbers  of  elderly  who  need  nursing  home  care  and  there  will  be 
pressures  to  control  those  costs  not  only  by  limiting  number  of  nursing  home  beds,  but 
by  limiting  reimbursement  rates. 
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In  any  case  the  certificate  of  need  requirement  becomes  irrelevant  as  the  economics 
of  supply  and  demand  drive  the  market  place.  What  then  can  be  done? 

The  most  important  response  States  can  make  to  long-term  care  is  to  improve  case 
management  capabilities.  The  State  of  Virginia  provides  a  good  example.  All  individu- 
als applying  for  nursing  home  admission  are  pre-screened  by  the  State  and  where  alter- 
native care  is  appropriate  help  is  given  to  find  other  care.  Unnecessary  nursing  home 
utilization  is  thereby  reduced.  The  same  approach  applies  to  private  long-term  care 
financing.  Eligibility  related  to  needs  assessment  and  loss  of  ability  to  perform  jactivi 
ties  of  daily  living  provides  a  means  of  managing  nursing  home  care  at  the  intake  end 

While  it  is  possible  that  private  insurers  will  cover  long-term  care  costs  for  less  chron 
ically  ill  people  than  Medicaid,  it  is  unlikely.  Ultimately,  the  greater  the  number  of  peo 
pie  who  can  privately  finance  nursing  home  care,  the  greater  the  reduction  there  wil 
be  in  Medicaid  costs  at  the  front  end.  Public  policymakers  should  welcome  and  encourage 
private  financing  and  make  sure  adequate  nursing  home  beds  are  available. 

Footnotes 

1.  The  facts  set  forth  in  this  paper  were  provided  by  Tom  Gustafson  of  the  Office  of 
Legislation  and  Policy  of  the  Health  Care  Financing  Administration.  Information  will 
not  be  separately  noted  unless  derived  from  a  different  source. 

2.  "State  Capital  Expenditure  Review  Programs,"  American  Health  Planning  Associa- 
tion Chart,  dated  387. 

3.  House  Select  Committee  on  Aging.  About  half  the  nursing  home  residents  receiv- 
ing Medicaid  assistance  were  not  eligible  for  Medicaid  when  they  were  admitted  ac- 
cording to  an  Aetna  Life  and  Casualty  Company  press  release  describing  the 
employer-sponsored  group  life  insurance  policy  for  retired  employees  of  the  State 
of  Alaska,  March  17,  1987. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administration 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 


Catastrophic  Illness  Expenses:  Department  of 

Health  and  Human  Services  Report  to  the 

President  (from  pp.  104-111) 

LONG  TERM  CARE  PROTECTION  ALTERNATIVES 

RECOMMENDATION:  Work  with  the  private  sector  to  educate  the  public  about  the 
risks,  costs,  and  financing  options  available  for  long  term  care,  as  well  as  the  limita- 
tions of  coverage  for  such  service  under  Medicare  and  Medigap  supplemental  insurance. 

The  elements  of  a  campaign  might  include: 

*  The  use  of  radio,  television,  and  printed  material  targeted  to  both  the  elderly  and 
their  families,  providing  information  regarding  risks,  costs,  and  financial  protec- 
tion measures. 

*  Gse  of  official  mailings  to  Social  Security  and  Medicare  beneficiaries  to  clarify  cur- 
rent program  coverage  for  long  term  care  coverage. 

*  National  coordination  of  and  assistance  for  State-led  efforts  to  assist  consumers 
in  understanding  and  selecting  financial  protection  for  long  term  care  services. 

*  Educational  and  promotional  efforts  on  private  financing  of  long  term  care  direct- 
ed toward  long  term  care  insurers  and  providers. 

RECOMMENDATION:  Encourage  personal  savings  for  long  term  care  through  a  tax- 
favored  Individual  Medical  Account  (IMA)  combined  with  insurance,  and  amend  Individual 
Retirement  Account  (IRA)  provisions  to  permit  tax-free  withdrawal  of  funds  for  any  long 
term  care  expense. 

RECOMMENDATION:  Encourage  development  of  the  private  market  for  long  term 
care  insurance  in  three  ways: 

*  establish  a  50  percent  refundable  tax  credit  for  long  term  care  insurance  premi- 
ums for  persons  over  age  55  (up  to  an  annual  maximum  of  $100); 

*  provide  the  same  favorable  tax  treatment  for  long  term  care  insurance  reserves 
as  is  now  the  case  for  life  insurance; 

*  remove  1984  DEFRA  barriers  to  prefunding  long  term  care  benefits  provided  by 
employers  to  retirees. 

RECOMMENDATION:  The  Federal  government  set  an  example  for  private  employ- 
ers and  care  providers  offering  employee-paid  long  term  care  group  insurance  as  an 
option  under  the  Federal  Employees  Health  Benefit  Program. 
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Executive  Summary 

Introduction 

The  economic  welfare  of  older  persons  in  1986  is  better  than  at  any  point  in  our  his- 
tory, and  most  older  persons  can  expect  their  senior  years  to  be  healthy  and  indepen- 
dent. However,  the  next  50  years  will  see  the  number  of  people  age  65  and  over  almost 
double  as  a  proportion  of  the  population — reaching  over  21  percent  in  the  year  2030. 
The  number  of  very  old — people  age  85  and  over — will  almost  quadruple.  Since  the  in- 
cidence of  chronic  health  problems  and  disabling  conditions  which  require  long-term 
care  significantly  increases  with  age,  few  believe  that  the  current  system  of  financing 
and  delivering  long-term  care  services  is  adequate  for  the  challenge  ahead. 

The  great  majority  of  older  persons  who  need  long-term  care  receive  the  support 
they  need  from  friends  and  family  members.  Nevertheless,  in  1985  the  Nation  spent 
over  $35  billion  a  year  on  nursing  home  care,  about  75  percent  of  that  on  the  elderly. 
Nursing  home  care  represents  about  8  percent  of  total  health  care  expenditures,  and 
it  is  the  leading  cause  of  catastrophic  out-of-pocket  expenditures  for  the  elderly.  This 
is  true  for  several  reasons: 

•  The  lifetime  risk  of  needing  nursing  home  care  is  between  20  and  45  percent.  While 
only  about  half  of  those  who  enter  nursing  homes  will  stay  over  90  days,  for  this  sub- 
group the  average  stay  is  over  two  years.  Despite  the  improved  economic  status  of 
older  persons,  few  can  afford  the  high  cost  of  an  extended  nursing  home  stay  (aver- 
aging $22,000  per  year). 

•  Unlike  acute  health  care,  there  is  virtually  no  private  insurance  for  long-term  care. 
Consequently,  there  are  only  two  significant  sources  of  payments — out-of-pocket  pay- 
ments by  the  elderly  and/or  their  families,  and  the  Medicaid  program. 

•  Although  the  Medicaid  program  provides  public  financing  for  nursing  home  care,  it 
is  a  welfare-based  system  that  does  not  provide  assistance  to  individuals  until  all  other 
financial  resources  have  been  consumed.  Approximately  half  of  all  Medicaid  recipients 
in  nursing  homes  were  not  initially  poor,  but  "spent  down"  their  income  and  resources 
as  a  result  of  their  nursing  home  stay. 

On  February  4,  1986,  President  Reagan  directed  the  Secretary  of  the  Department  of 
Health  and  Human  Services,  Dr.  Otis  Bowen,  to  report  to  him  by  the  end  of  the  year 
on  how  Government  and  the  private  sector  can  work  together  to  address  catastrophic 
health  care  needs  in  the  United  States. 

The  purposes  of  this  report  are  to: 

•  Describe  the  characteristics  of  elderly  people  who  need  long-term  care  and  how  these 
characteristics  will  change  over  time; 
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•  Assess  the  potential  of  private  financing  mechanisms  to  lessen  the  catastrophic  im- 
pact of  nursing  home  and  home  care  expenses  which  can  wipe  out  individual  and 
family  savings;  and 

•  Develop  actions  that  would  increase  the  availability  and  use  of  private  financing 
mechanisms  for  the  long-term  care  of  older  persons. 

This  report  addresses  only  one  critical  part  of  the  problem  of  long-term  care,  albeit 
a  highly  neglected  part.  The  focus  on  private  financing  strategies  is  not  to  deny  the  very 
real  needs  of  persons  who  must  rely  on  public  programs  to  provide  their  long-term  care 
because  they  cannot  afford  private  alternatives.  Such  persons  are  and  will  continue  to 
be  the  legitimate  concern  of  government. 

However,  Federal,  State,  and  local  governments  are  already  significant  partners  in 
sharing  the  costs  of  long-term  care — paying  almost  half  of  all  costs  through  Medicaid 
and  other  programs.  The  direct,  out-of-pocket  resources  of  individuals  pay  almost  all 
the  rest.  The  protective  mechanisms  relied  upon  for  other  types  of  health  care  expenses, 
such  as  private  insurance  and  charitable  sources,  pay  less  than  2  percent  of  costs.  There 
need  to  be  suitable,  effective  and  widely  available  private  financing  mechanisms  for 
the  elderly  who  want  to  protect  themselves  at  a  reasonable  cost  against  the  high  costs 
of  long-term  care. 

The  findings  of  this  report  are  based  on  a  review  of  the  existing  literature,  as  well 
as  analyses  undertaken  specifically  for  this  report. 

For  the  purposes  of  this  report,  the  terms  "elderly"  and  "older  persons"  refer  to  per- 
sons aged  65  and  older.  It  is  recognized,  however,  that  these  terms  do  not  adequately 
reflect  the  diversity  of  this  population. 

Overview 

Long-Term  Care  and  Catastrophic  Expenses.  Long-term  care  refers  to  a  wide  range 
of  medical,  health  related,  and  social  services  for  persons  who,  because  of  chronic  mental 
or  physical  illness  and  disability,  need  personal  assistance  in  caring  for  themselves  over 
an  extended  period  of  time.  While  long-term  care  services  can  be  provided  in  a  variety 
of  formal  and  informal  settings,  the  majority  of  all  long-term  care  is  provided  in  the 
recipient's  own  home  by  family  and  friends. 

A  number  of  factors  play  a  role  in  determining  whether  or  not  the  need  for  long-term 
care  will  result  in  catastrophic  expenses.  These  factors  include:  the  severity  of  a  per- 
son's disability;  the  type  and  duration  of  services  needed;  the  living  arrangements  and 
the  availability  of  family  support;  the  source  of  payment  (i.e.,  whether  insurance  or 
government  will  pay  for  services  or  whether  they  must  be  paid  out-of-pocket);  and  the 
level  of  personal  resources  (income  and  assets)  that  are  available;  and  the  cumulative 
financial  effect  of  previous  acute  or  chronic  care  expenses. 

Most  people  who  require  long-term  care  do  not  experience  a  catastrophic  financial 
burden.  This  is  because  the  greatest  portion  of  long-term  care  (71  percent)  is  provided 
in  the  home  or  community,  rather  than  in  the  higher  cost  setting  of  a  nursing  home; 
and  most  home  and  community  care  (about  70  percent)  is  provided  totally  without  pay- 
ment by  family  members  and  friends.  Among  the  disabled  elderly  living  in  the  commu- 
nity who  do  receive  some  combination  of  formal  (paid)  and  informal  home  and 
community  care  services,  only  a  small  percentage  incur  any  significant  out-of-pocket 
expense  for  their  care. 

High  out-of-pocket  expenditures  for  long-term  care  are  most  strongly  associated 
with  nursing  home  care.  However,  even  when  nursing  home  care  is  used,  it  is  impor- 
tant to  note  that  approximately  one-half  of  those  who  enter  a  nursing  home  will  stay 
less  than  90  days,  and  about  38  percent  will  stay  less  than  30  days. 

The  Long-Term  Care  Population  and  Service  Needs.  Approximately  five  percent  (1.4 
million)  of  the  65  and  over  population  resides  in  nursing  homes.  In  addition,  about  16 
percent  (4.6   million)  of  the   elderly   are   disabled   and   living   in   the   community. 
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The  great  majority  (3.7  million)  of  such  disabled  persons  in  the  community  need  as- 
sistance because  of  limitations  in  what  are  termed  "Activities  of  Daily  Living  (ADLs)": 
eating,  using  the  toilet,  mobility,  bathing,  and  dressing.  The  rest  have  less  severe  limi- 
tations but  need  assistance  with  activities  such  as  shopping,  cooking  and  performing 
chores. 

The  number  of  older  persons,  and  therefore  the  demand  for  long-term  care,  is  ex- 
pected to  grow  significantly  in  the  future.  In  1984,  there  were  about  28  million  persons 
age  65  or  older  in  the  U.S.  By  the  year  2030,  this  number  will  grow  to  almost  65  mil- 
lion. In  addition,  the  elderly  population  is  itself  becoming  older.  Between  1980  and  1990, 
the  75  to  84  year  age  group  will  increase  twice  as  fast  as  the  65  to  75  year  age  group; 
and,  in  the  subsequent  two  decades,  the  group  85  years  and  over  wi  11  increase  three 
to  four  times  as  fast  as  the  general  population.  Since  the  likelihood  of  needing  nursing 
home  care  increases  with  advancing  age  (as  well  as  with  being  female,  and  with  living 
alone),  these  demographic  changes  are  likely  to  translate  into  significant  increases  in 
the  demand  for  long-term  care  services. 

Although  it  is  difficult  to  estimate  lifetime  risks,  most  recent  studies  indicate  that 
an  individual's  chance  of  spending  some  time  in  a  nursing  home  during  his  or  her  life 
ranges  between  20  and  45  percent.  The  average  length  of  stay  in  a  nursing  home  is 
estimated  to  be  456  days.  However,  the  nursing  home  population  is  a  mix  of  short-term 
stayers,  i.e.,  terminally  ill  patients,  convalescent  or  rehabilitative  patients  who  return 
to  the  community,  and  long-term  stayers,  i.e.,  patients  with  chronic  illnesses  such  as 
Alzheimer's  disease,  who  often  remain  in  a  nursing  home  for  many  years. 

If  advances  from  medical  research  and  changes  in  prevention  and  treatment  do  not 
decrease  the  proportion  of  the  population  that  becomes  disabled,  the  number  of  elder- 
ly in  nursing  homes  is  projected  to  grow  to  1.6  million  by  1990,  2.1  million  in  the  year 
2000,  and  4.4  million  in  2040.  Similarly,  the  number  of  older  persons  with  ADL  limita- 
tions living  in  the  community  will  rise  to  4.2  million  by  1990,  5.1  million  by  the  year 
2000,  and  10.2  million  by  2040. 

Long-Term  Care  Expenditures.  Total  health  care  expenditures  for  persons  aged  65 
and  older  exceeded  $119  billion  in  1984.  The  largest  category  was  hospital  care  (45 
percent),  followed  by  nursing  home  care  (21  percent).  However,  in  terms  of  direct  out- 
of-pocket  expenditures,  nursing  home  care  constituted  the  largest  single  expense 
category  for  the  elderly,  accounting  for  about  42  percent  of  total  out-of  pocket  health 
care  expenditures.  In  contrast,  hospital  care  accounted  for  only  5.6  percent  of  total  out- 
of-pocket  payments. 

Separate  estimates  of  the  cost  of  home  and  community  care  services  for  the  long- 
term  care  of  the  elderly  are  not  currently  available.  However,  1983  industry  estimates 
put  home  care  costs  for  the  elderly  in  the  approximate  range  of  $3.0  billion. 

Institutional  Long-Term  Care.  In  1984,  $32  billion  were  spent  for  nursing  home  care 
for  persons  of  all  ages,  accounting  for  8.3  percent  of  total  national  health  expenditures. 
Detailed  information  for  1985  is  not  yet  available,  but  preliminary  estimates  indicate 
that  1985  total  nursing  home  expenditures  were  $35.2  billion,  about  three-fourths  of 
which  was  for  nursing  home  services  for  the  elderly.  The  1984  nursing  home  care  ex- 
penditures were  almost  equally  divided  between  public  and  private  sources.  Approxi- 
mately $15.8  billion  of  the  $16.3  billion  spent  in  1984  from  private  sources  was 
out-of-pocket;  and  $13.9  billion  of  the  $15.7  billion  spent  in  1984  from  public  sources 
was  spent  by  Medicaid. 

Home  Health  and  Community-Based  Services.  According  to  the  1982  Long-Term 
Care  Survey,  1.1  million  of  4.6  million  disabled  elderly  living  in  the  community  received 
some  formal  services  from  paid  caregivers.  Of  these,  about  600,000  individuals  ( 1 2  per- 
cent) were  estimated  to  have  paid  for  some  of  their  home  care  directly  out-of-pocket, 
with  median  expenses  being  $40  a  month  and  the  average  being  $  1 64  per  month.  Approx- 
imately 10  percent  of  the  persons  who  had  any  out-of-pocket  expenditures  (i.e..  60.000 
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persons),  had  payments  for  home  care  services  of  over  $400  per  month. 

Public  Financing  Progams.  While  personal,  family  and  private  charitable  resources 
are  an  essential  and  often  dominant  element  of  the  long-term  care  system,  Federal,  State 
and  local  government  programs  also  have  a  major  effect  on  the  nature,  availability  and 
costs  of  such  services.  In  addition  to  Medicaid  and  Medicare,  long-term  care  services 
and/or  support  are  provided  by  the  Veterans  Administration  (VA),  the  Office  of  Human 
Development  Services  (OHDS),  and  numerous  State  and  local  programs. 

The  Impact  of  Health,  Social  and  Economic  Trends 

Trends  in  Chronic  Disease  and  Disability.  The  diseases  which  cause  chronic  disabili- 
ty are  generally  not  those  which  lead  to  high  mortality.  About  three-fourths  of  all  disa- 
bility is  caused  by  dementia,  arthritis,  peripheral  vascular  disease,  cerebrovascular  disease 
and  hip  and  other  fractures.  Conversely,  the  major  killers,  such  as  heart  disease  and 
cancer,  cause  less  than  two  percent  of  chronic  disability. 

As  mentioned  previously,  if  current  age-specific  rates  of  disability  continue,  the  number 
of  disabled  Americans  with  ADL  limitations  living  in  the  community  will  grow  from  3.7 
million  persons  in  1984  to  about  10.2  million  persons  in  2040.  For  example,  with  respect 
to  Alzheimer's  disease,  it  is  estimated  that  perhaps  only  1  percent  of  those  under  65 
have  the  disorder,  while  15  percent  of  those  over  85  are  afflicted.  In  the  absence  of  major 
treatment  and  prevention  breakthroughs,  the  combination  of  chronic  mental  and  phys- 
ical disabilities  will  significantly  increase  the  need  for  long-term  care  as  the  population 
ages. 

Continuing  technological  advances  may  help  to  limit  the  impact  of  disabilities  often 
associated  with  the  need  for  long-term  care  services.  Technological  advances  are  cur- 
rently under  development  in  such  areas  as  accident  prevention,  hip  replacement,  preven- 
tion of  hearing  loss,  urinary  incontinence  devices,  and  assistance-summoning  devices. 

Societal  Changes.  In  addition  to  increased  longevity,  several  other  societal  factors 
also  may  affect  the  future  demand  for  long-term  care.  Between  1960  and  1984,  the 
proportion  of  noninstitutionalized  elderly  living  alone  has  increased  from  19  percent 
to  30  percent.  The  majority  of  these  people  are  older  women  who  have  outlived  their 
spouses. 

The  major  source  of  long-term  care  support  for  these  widowed  elderly  is  their  chil- 
dren. While  the  increase  in  childbearing  occurring  over  the  past  decade  is  expected  to 
continue  in  the  short-term,  when  the  baby  boom  generation  nears  age  65  (around  the 
year  2010),  fewer  elderly  women  are  likely  to  have  children  to  care  for  them.  Another 
factor  which  affects  the  availability  of  family  care  is  the  geographic  proximity  of  the 
parent  and  child.  Between  the  1960s  and  the  1970s,  the  number  of  elderly  moving  from 
one  State  to  another  increased  by  50  percent. 

The  willingness  of  adult  children  to  provide  support  to  their  elderly  parents  is  a  major 
issue  in  projecting  the  need  for  formal  long-term  care.  The  increasing  participation  by 
women  in  the  work  force  suggests  that  middle-aged  daughters  may  have  less  time  to 
provide  assistance  to  their  elderly  parents.  Nevertheless,  the  research  that  is  available 
has  found  that  middle-aged  daughters  who  also  work  will  make  considerable  personal 
sacrifice  to  care  for  elderly  parents  and  that  the  commitment  of  young  women  to  care 
for  their  parents  remains  strong. 

Economic  Status  of  the  Elderly.  The  economic  status  of  the  elderly  has  improved 
dramatically  over  the  past  two  decades.  The  proportion  of  elderly  living  below  the  poverty 
line  has  decreased  from  25  percent  to  12  percent.  However,  a  significant  number  of  the 
elderly  are  "near-poor"  and  are  highly  vulnerable  to  being  poor.  Poverty  rates  remain 
higher  among  elderly  women,  persons  who  live  alone,  the  oldest  old  (85  +  )  and  minori- 
ty populations,  some  of  the  very  groups  at  highest  risk  for  long-term  care.  In  1984,  the 
average  income  of  elderly  families  was  $26,000;  for  unrelated  elderly  individuals,  aver- 
age income  was  $10,800. 
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Social  Security  benefits  were  the  largest  source  of  income  for  the  elderly  in  1984, 
averaging  37.6  percent  of  income  for  couples  and  44.5  percent  for  individuals.  Money 
from  assets  (savings,  IRAs  and  stocks)  was  the  second  largest  source  of  income  for  the 
elderly,  averaging  27.6  percent  for  couples  and  30.6  percent  for  individuals.  Earnings 
and  pensions  also  are  significant  sources  of  income  for  the  elderly. 

Home  equity  is  the  largest  asset  of  older  persons.  In  1984,  75  percent  of  older  per- 
sons owned  their  homes,  and  about  83  percent  of  this  group  owned  them  free  and  clear. 
The  most  recent  figures  from  the  U.S.  Census  indicate  that  the  average  home  equity 
for  persons  aged  65  and  over  was  $54,700  in  1984. 

Analysis  of  Private  Financing  Mechanisms  for  Long-Term  Care  of  the  Elderly 

Although  there  are  several  ways  in  which  individuals  can  use  their  private  resources 
to  protect  against  the  high  costs  of  long-term  care,  the  existing  options  for  private  financ- 
ing are  neither  well  developed  nor  widely  used.  It  is  the  underlying  premise  of  this  report 
that  private  financing  options  for  long-term  care  can  play  a  larger  role  in  our  society 
than  is  currently  the  case. 

General  Approaches  to  Private  Financing.  This  report  considers  three  basic  ap- 
proaches to  the  financing  of  care:  cash  accumulation,  risk  pooling  and  resource  mobili- 
zation techniques.  The  strengths  and  weaknesses  of  various  caregiver  support  strategies 
are  also  considered.  Lastly,  the  report  presents  the  results  of  special  analyses  which  ex- 
plore the  potential  of  combinations  of  approaches. 

Cash  accumulation  strategies  refer  to  savings  mechanisms  that  encourage  individu- 
als to  increase  the  resources  available  for  future  long-term  care  needs.  The  principal 
cash  accumulation  strategy  examined  in  this  report  is  the  long-term  care  Individual  Med- 
ical Account  (IMA),  which  would  provide  Federal  or  State  tax  advantages  for  savings 
deposited  in  accounts  earmarked  for  long-term  care  expenses. 

Risk  pooling  refers  to  mechanisms  which  pool  the  resources  of  a  large  group  of  in- 
dividuals at  risk  to  pay  for  long-term  care  services  which  will  be  needed  by  a  relatively 
small  but  unknown  subset  of  the  group.  Three  types  of  risk  pooling  mechanisms  are 
examined: 

•  Long-term  care  insurance,  which  pools  the  premiums  of  a  group  of  beneficiaries  to 
cover  the  risk  of  needing  extended  nursing  home  care,  intermediate  care  or  home 
health  services 

•  Social  health  maintenance  organizations  (SHMOs),  which  use  the  pre-paid,  capitat- 
ed (i.e.,  set  fee  per  person),  case  management  approach  of  health  maintenance  or- 
ganizations to  provide  long-term  care  benefits  to  groups  of  individuals 

•  Continuing  care  retirement  communities  (CCRC's),  which  typically  provide  older  per- 
sons with  a  package  of  benefits  that  includes  residential,  health,  social  and  custodial 
services,  in  return  for  an  entrance  fee  and  monthly  charges 

Resource  mobilization  refers  to  financing  mechanisms  that  enable  individuals  to  con- 
vert non-liquid  resources  to  cash,  thus  enhancing  an  individual's  ability  to  pay  for  long- 
term  care  services.  Two  types  of  resource  mobilization  approaches  are  considered: 

•  Home  equity  conversion  (HEC)  plans  allow  a  homeowner  to  convert  the  equity  in 
a  home  into  a  stream  of  income  without  having  to  move  or  make  immediate 
prepayment. 

•  Employee  benefit  options  for  retirees  refer  to  the  addition  of  long-term  care  benefits 
as  an  option  in  the  package  of  pension  or  health  benefits  offered  employees. 
Caregiver  support  strategies  refer  to  mechanisms  designed  to  strengthen  and  ex- 
pand the  existing  informal  network  of  long-term  care  provided  by  families  in  the  home 
and  in  the  community.  This  network  is  essential  to  the  success  of  private  financing 
mechanisms  because  home  and  community-based  services  usually  are  provided  at  no 
cost  to  the  patient  and  because  it  keeps  disabled  older  persons  with  their  families,  where 
most  persons  would  prefer  to  be.  Two  types  of  caregiver  support  strategies  are  examined: 
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•  Tax  allowances  for  home  care,  which  provide  special  tax  credits,  deductions,  or  cash 
subsidies  to  assist  family  members  in  providing  home  care  services  for  an  elderly 
dependent 

•  Volunteer  systems,  in  which  organizations  and  individuals  assist  others  in  provid- 
ing unpaid  long-term  care  services  to  older  persons  in  the  community 

Combination  financing  approaches  are  designed  to  improve  the  effectiveness  of  one 
financing  mechanism  by  blending  its  attractive  features  with  that  of  another.  This  report 
analyzes  the  potential  of  a  variety  of  combinations,  including  the  development  of  long- 
term  care  IMAs  that  have  a  risk  pool  feature. 

Analysis  of  Specific  Private  Financing  Mechanisms 

Long-Term  Care  Individual  Medical  Accounts  (IMAs) 

A  variety  of  proposals  have  been  advanced  which  would  permit  individuals  to  estab- 
lish tax-favored  accounts  dedicated,  in  whole  or  in  part,  to  the  purchase  of  long-term 
care  health  services.  In  May  1986,  Colorado  became  the  first  State  to  enact  legislation 
creating  a  tax-favored  IMA  and  is  in  the  process  of  implementing  its  planned  program. 

Because  IMA  proposals  are  new,  analysts  assessing  the  potential  impact  of  various 
IMA  proposals  have  used  the  Federal  experience  with  Individual  Retirement  Accounts 
(IRAs)  as  a  base  for  estimating  the  number  of  persons  likely  to  establish  an  IMA  if  given 
an  opportunity  (i.e.,  the  participation  rate)  and  for  estimating  the  amounts  likely  to  be 
saved. 

Although  participation  rates  varied  considerably  by  income  level,  only  15.4  percent 
of  all  tax  returns  showed  a  contribution  to  an  IRA  in  1984.  About  9.5  percent  of  all  tax- 
payer returns  contributed  the  maximum  tax-favored  amount.  The  Treasury  Department 
estimates  revenue  losses  of  $  1 4.4  billion  in  1 986  from  IRAs,  some  of  which  will  be  reco- 
vered in  later  years  as  future  withdrawals  are  taxed. 

Most  analysts  consider  the  IRA  participation  and  savings  rates  to  be  an  upper  limit 
on  a  voluntary  IMA  program.  This  is  because  IMA  proposals  place  more  restrictions  on 
the  use  of  funds  by  the  saver  and,  therefore,  are  less  flexible  and  less  attractive  to  the 
public  as  a  savings  device.  The  financial  incentives  of  IMA  proposals  will  be  altered  by 
the  tax  reform  legislation.  The  legislation  affects  deductions  for  medical  expenses  and 
IRA  contributions,  as  well  as  overall  rates  of  taxation. 

A  critical  issue  in  considering  IMA  proposals  is  the  amount  a  person  must  save  to 
pay  for  future  long-term  care  should  it  be  needed.  Individual  savings  must  be  sufficient 
to  cover  the  high  costs  of  nursing  home  care  (which  averaged  $22,000  in  1984).  The 
problem  is  compounded  by  inflation  rates,  which  are  rising  faster  in  the  nursing  home 
sector  than  in  the  general  economy.  A  significant  amount  must  be  saved  every  year 
if  a  person  wishes  to  accumulate  sufficient  funds  to  cover  the  average  nursing  home 
stay.  Yet,  the  majority  of  persons  are  likely  to  need  no  paid  long-term  care  services. 

Because  of  this  latter  phenomenon,  called  "target  inefficiency",  IMA  proposals  which 
have  a  risk  pooling  dimension  (such  as  that  proposed  by  Bowen  and  Burke  in  Federa- 
tion of  American  Hospitals  Review,  December  1985)  are  somewhat  more  promising. 
As  discussed  below,  such  combinations  lower  the  amount  individuals  need  to  save. 

Freestanding  Long-Term  Care  Insurance 

Freestanding  long-term  care  insurance  is  insurance  that  provides  payment  for  long- 
term  care  services  in  an  institution  or  a  person's  home.  The  policy  covers  chronic  care 
services  needed  for  an  extended  period  of  time,  rather  than  the  acute,  recuperative  or 
rehabilitative  care  covered  by  Medicare  and  medigap  policies.  Beneficiaries  are  free  to 
select  their  own  provider  within  general  qualifying  guidelines. 

The  market  for  long-term  care  insurance  is  still  in  an  early  stage  of  development.  Ac- 
cording to  the  American  Health  Care  Association,  there  were  about  25  long-term  care 
insurance  products  being  sold  in  1986,  many  of  which  were  new  entries  into  the  mar- 
ket. Most  policies  have  been  sold  on  an  individual  rather  than  a  group  basis.  Estimates 
of  the  total  number  of  policies  sold  range  from  50,000  to  300,000. 
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Although  there  is  considerable  diversity  among  the  long-term  care  insurance  products, 
all  focus  on  nursing  home  care,  with  only  limited  (or  no)  custodial  and  home  care  benefits. 
Benefits  are  structured  as  indemnity  plans,  paying  fixed  amount  per  day  (usually  not 
indexed  for  inflation),  with  waiting  periods  before  coverage  begins  and  coverage  from 
two  to  six  years. 

Products  have  traditionally  been  sold  to  persons  of  retirement  age,  although  market- 
ing for  a  few  newer  products  has  been  expanded  to  earlier  age  groups.  Piemiums  differ 
substantially  among  companies.  According  to  a  Money  Magazine  article  that  appeared 
in  March  1986,  a  65  year  old  person  could  pay  from  $174  to  $1,451  for  policies  that 
cover  differing  ranges  of  skilled  and  custodial  care. 

The  principal  strengths  of  freestanding  insurance  as  a  mechanism  for  financing  long- 
term  care  include:  1)  long-term  care  insurance  addresses  the  major  cause  of  catastrophic 
expense  among  the  elderly  by  focusing  primarily  on  the  nursing  home  risk;  2)  long- 
term  care  insurance  provides  affordable  protection  for  many  individuals;  and  3)  long- 
term  care  insurance  can  potentially  relieve  upward  cost  pressures  on  Medicaid  by  slow- 
ing or  eliminating  the  spend-down  process  for  insured  persons. 

The  weaknesses  of  the  mechanism  include:  1)  existing  products  reinforce  the  bias 
toward  institutional  care,  a  bias  that  is  both  costly  and  contrary  to  the  preference  of 
most  older  persons  for  home  care  services;  2)  the  insurance  does  not  provide  complete 
catastrophic  coverage  and  generally  pays  fixed  benefits  that  can  be  eroded  by  inflation; 
3)  at  present,  the  premium  levels  for  complete  coverage  are  higher  than  many  older 
persons  can  afford;  4)  the  freestanding  product,  which  separates  long-term  care  from 
acute  care,  reduces  the  incentive  to  manage  the  total  spectrum  of  care  and  leads  to 
the  marketing  of  two  insurance  products,  with  possible  overlap  and  confusion  for  pur- 
chasers; and  5)  marketing  to  individuals  rather  than  groups  raises  premium  costs  and 
can  more  easily  lead  to  adverse  selection. 

Research  indicates  that  there  is  substantial  room  for  growth  in  the  long-term  care  in- 
surance market.  Two  major  studies  have  estimated  the  number  of  persons  over  age  65 
who  could  afford  long-term  care  insurance.  One  placed  the  number  in  the  range  of  4.7 
million  elderly,  and  the  other  placed  the  number  in  the  range  of  about  7.0  million  elder- 
ly. However,  because  neither  study  factored  in  the  effects  of  inflation  over  time,  the  es- 
timates may  be  high.  Various  linkages  have  been  proposed  to  enhance  the  marketability 
of  long-term  care  insurance  including: 

•  Medicare  Super  Supplements  that  include  both  acute  and  long-term  care  benefits 
and  create  an  opportunity  to  coordinate  benefits 

•  Medicare-HMOs  in  which  HMOs  integrate  an  optional  long-term  care  insurance  pack- 
age with  their  traditional  acute  care  services  for  Medicare  beneficiaries  and  provide 
appropriate  case  management  for  all  services 

•  Medicare  Vouchers  under  which  Medicare  beneficiaries  would  have  the  option  of 
receiving  a  voucher  covering  the  Medicare  part  of  the  cost  of  purchasing  private  in- 
surance that  not  only  covers  Medicare  acute  care  services  but  could  include  long- 
term  care  benefits 

•  Retirement  Community  Reinsurance  with  CCRCs  establishing  joint  ventures  with  in- 
surance carriers  to  underwrite  the  CCRCs'  chronic  care  guarantee 

•  Continuing  Care  at  Home  models  that  enable  participants  to  buy  into  a  long-term 
care  risk  pool  that  has  a  managed  care  component 

•  Combined  Life  and  Long-Term  Care  Insurance  to  balance  different  lifetime  risks  and 
encourage  the  purchase  of  long-term  care  protection  at  younger  ages 

Several  States  including  Washington,  California  and  Colorado,  have  initiated  programs 
which  help  consumers  select  long-term  care  insurance  protection.  Developing  an  ap- 
propriate regulatory  environment  has  been  difficult  for  States  because  of  the  unfamiliarity 
of  long-term  care  insurance,  which  combines  features  of  both  health  and  life  insurance. 
Efforts  to  protect  consumers  have  sometimes  inadvertently  worked  to  stifle  the  market. 
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A  recent  study  by  the  National  Association  of  Insurance  Commissioners  may  help  clari- 
fy issues  and  serve  as  a  basis  for  model  laws  and  regulations. 

Social  Health  Maintenance  Orqanizations 

A  social  health  maintenance  organization  (SHMO)  is  a  managed  system  of  health  and 
long-term  care  services  in  which  a  single  provider  entity  assumes  responsibility  for  a 
full  range  of  acute  and  chronic  care  under  a  fixed  budget  that  is  prospectively  deter- 
mined. At  present,  development  of  the  SHMO  concept  is  highly  experimental,  being 
tested  by  the  Health  Care  Financing  Administration  (HCFA)  in  four  demonstrations  that 
began  operation  in  March  1985.  The  demonstrations,  selected  to  represent  different  or- 
ganizational possibilities,  includes  sites  in  Portland,  Oregon;  Brooklyn,  New  York;  Min- 
neapolis, Minnesota;  and  Long  Beach,  California. 

The  benefit  package  offered  includes  all  Medicare  benefits,  plus  a  range  of  long-term 
care  and  other  supplemental  benefits.  Copayments  for  long-term  care  services  are  re- 
quired and  long-term  care  benefits  are  subject  to  annual  dollar  maximums  which  range 
from  $5,000  to  $12,000.  The  financing  arrangements  of  the  demonstrations  vary  but 
include  capitated  payments  (which  are  pooled)  from  Medicare  (for  all  enrollees),  Medicaid 
(for  eligibles)  and  private  enrollees  (for  non-Medicaid  enrollees). 

Although  SHMOs  may  have  the  potential  of  reaching  a  large  target  population,  they 
are  still  in  the  early  stages  of  development  and  can  only  be  operated  by  explicit  statuto- 
ry waivers  of  existing  program  requirements.  An  independent  evaluation  of  the  SHMO 
demonstration  program  is  being  conducted  by  the  University  of  California,  San  Fran- 
cisco and  will  be  completed  in  1990. 

Continuing  Care  Retirement  Communities 

The  continuing  care  retirement  community  (CCRC)  is  a  financially  self-sufficient 
residential  community  for  the  elderly  that  offers  medical  and  nursing  services  in  special- 
ized facilities.  It  is  based  on  a  lifetime  contract  between  the  CCRC  and  each  resident 
that  defines  each  party's  financial  and  service  obligations. 

Ordinarily,  one  of  the  requirements  for  admission  to  a  CCRC  is  that  the  resident  be 
covered  by  Medicare  and  own  a  Medigap  insurance  policy.  As  a  consequence,  nursing 
home  care  is  the  key  service  added  and  guaranteed  as  part  of  the  basic  CCRC  arrange- 
ment. Most  CCRCs  have  their  own  nursing  home  facilities  within  the  community.  In- 
creasingly, however,  CCRCs  are  contracting  with  outside  facilities  to  provide  needed 
nursing  home  care.  CCRCs  are  also  beginning  to  contract  with  private  insurance  com- 
panies to  insure  or  reinsure  nursing  home  services. 

The  number  of  CCRCs  is  relatively  small,  with  estimates  ranging  from  300  to  400 
communities,  serving  100,000  to  200,000  persons.  The  industry  is  growing  rapidly,  with 
the  potential  of  developing  1,500  more  communities  by  1990,  housing  a  total  of  500,000 
persons  or  two  percent  of  the  older  population. 

Entrance  fees  range  from  $15,000  to  $175,000,  depending  in  part  on  the  size  of  the 
residential  unit  and  the  extent  of  the  health  care  services  guaranteed.  Monthly  service 
fees  range  from  $300  to  upwards  of  $2,000.  Some  CCRCs  offer  contracts  in  which  fees 
are  totally  or  partially  refundable  to  residents  who  leave  or  to  their  heirs  upon  death. 

CCRCs  have  attracted  the  middle  class  almost  exclusively,  often  former  profession- 
als with  pensions.  Research  indicates  that  10  to  20  percent  of  older  persons  could  af- 
ford CCRC  residence. 

Many  of  the  early  CCRCs  guaranteed  total  health  care  for  life  to  residents  and  were 
known  as  "life  care  communities".  Due  to  inflation,  high  interest  rates  and  poor  actuar- 
ial estimates,  the  costs  of  providing  such  guaranteed  health  care  exceeded  revenues 
and  led  to  financial  problems  in  a  number  of  CCRCs,  as  well  as  to  a  few  bankruptcies. 
Although  the  terms  "life  care  community"  and  "CCRC"  often  are  used  interchangeably, 
the  newer  CCRCs  guarantee  a  more  limited  range  of  health  care  services,  with  addition- 
al services  being  billed  separately. 
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A  number  of  States  have  developed  legislation  aimed  at  defining  life  care  communi- 
ties, regulating  contracts  between  communities  and  residents,  and  requiring  financial 
,  disclosure.  States  without  specific  life  care  legislation  often  review  requirements  for  nurs- 
ing home  beds  to  be  built  in  CCRCs  or  implement  other  State  health  planning  require- 
ments. In  addition,  the  American  Association  of  Homes  for  the  Aging,  which  represents 
the  predominant  non-profit  sector,  is  developing  rigorous  accreditation  standards  to 
safeguard  the  quality  and  financial  integrity  of  CCRCs. 

Home  Equity  Conversion  Plans 

Home  equity  conversion  (HEC)  plans  are  designed  to  allow  a  homeowner  to  convert 
the  equity  in  a  home  into  a  stream  of  income,  without  having  to  move  or  make  immedi- 
ate repayment.  HEC  plans  differ  from  home  equity  loans,  which  require  the  homeown- 
er to  begin  repayment  immediately.  The  assets  freed  through  the  HEC  plan  can  be  used 
for  any  purpose,  including  the  purchase  of  long-term  care  services.  Although  HEC  plans 
have  been  available  since  1961,  in  1985  fewer  than  1,000  bank  or  mortgage  company 
financed  HEC  loans  are  thought  to  exist  nationwide. 

The  equity  held  is  usually  the  older  persons  most  important  financial  asset,  yet  it  may 
be  difficult  to  use  without  having  to  sell  and  move  from  the  home.  Seventy-five  percent 
(13.4  million)  of  households  headed  by  older  persons  in  1984  were  homeowners,  and 
most  (83  percent)  owned  their  homes  free  of  debt.  According  to  the  Census  Bureau, 
the  average  home  equity  for  persons  aged  65  and  over  was  $54,700  in  1984.  The  ag- 
gregate home  equity  held  by  the  elderly  is  estimated  at  $700  billion. 

There  are  three  basic  types  of  HEC  plans  in  use.  Open  term  reverse  mortgages,  the 
most  common  commercial  type,  pay  monthly  cash  advances  to  the  homeowner  until 
he  or  she  dies,  reaches  age  100  or  moves.  The  effective  annual  interest  rate  for  this 
type  of  mortgage  depends  on  how  long  the  borrower  lives  in  the  home  and  the  home's 
rate  of  appreciation.  In  general,  the  interest  rate  is  very  high  for  loans  repaid  after  a 
short  term  but  tends  to  decline  the  longer  the  borrower  is  able  to  remain  in  the  home. 

The  second  type  of  HEC  mechanism  is  the  sale  plan,  which  enables  the  owner  to  sell 
his  home  while  retaining  occupancy  rights.  The  city  of  Buffalo,  New  York  has  been  a 
major  public  developer  of  a  life  estate  form  of  sale  plan.  Under  Buffalo's  program,  elderly 
homeowners  sell  their  house  to  a  non-profit  entity  established  by  the  city  in  return  for 
a  monthly  cash  annuity  for  life  or  lump  sum  payment.  The  entity  also  rehabilitates,  main- 
tains and  pays  the  taxes  on  the  house  until  the  owner's  death.  Through  1985,  the  pro- 
gram had  undertaken  about  650  contracts. 

Special  purpose  loans  are  a  third  type  of  HEC  plan  used  by  a  number  of  States  to 
provide  older  homeowners  with  low  interest  home  equity  loans  that  do  not  have  to  be 
repaid  until  the  borrower  dies  or  sells  the  home.  As  used  to  date,  the  loans  have  been 
designed  to  help  older  persons  remain  in  their  homes,  rather  than  to  pay  for  long-term 
care  expenses  or  insurance. 

Research  findings  on  the  utility  of  HEC  mechanisms  for  long  term  care  needs  are 
mixed.  One  major  study  by  researchers  at  1CF,  Inc.  concluded  that  annuities  paid  out 
by  HEC  plans  are  not  sufficient  to  generate  substantial  increases  in  the  number  of  elderly 
able  to  afford  long-term  care  insurance.  A  study  by  Jacobs  and  Weissert  in  1983,  which 
adopted  different  assumptions,  concluded  that  about  5.1  million  homeowners  could  pay 
for  insurance  with  their  home  equity  payments.  Preliminary  analyses  by  Manton  and 
Liu  indicate  that  HEC  payment  levels  would  pay  the  out-of-pocket  home  care  costs  for 
a  large  number  of  disabled  elderly. 

From  the  point  of  view  of  financing  long-term  care,  a  major  weakness  of  HEC  mechan- 
isms is  that  use  of  the  funds  is  entirely  discretionary  (except  special  purpose  HEC  loans) 
and  may  not  end  up  being  used  for  long-term  care  expenses.  In  addition,  the  mortgage 
arrangements  are  complex  for  both  lender  and  homeowner  and  older  persons  have 
demonstrated  strong  reluctance  to  borrow  against  their  home. 
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Employee  Benefit  Options  for  Retirees 

The  addition  of  long-term  care  coverage  as  a  option  in  the  package  of  pension  or  health 
insurance  benefits  offered  to  retirees  has  been  suggested  as  one  approach  to  private 
financing  of  long-term  care  for  the  elderly.  A  majority  of  workers  are  covered  by  an 
employer-sponsored  pension  plan  and  a  significant  number  of  companies  provide  health 
insurance  after  retirement. 

Few  companies  are  now  offering  long-term  care  benefits.  While  there  is  some  sug- 
gestion of  corporate,  employee  and  labor  interest  in  changing  this  situation,  major  bar- 
riers exist  and  a  combination  of  legal,  accounting  and  statutory  changes  will  probably 
be  necessary  before  many  companies  will  get  involved. 

The  barriers  to  progress  in  this  area  are  several.  First,  employers  are  increasingly  con- 
cerned about  their  large  and  unfunded  liabilities  for  retiree  health  and  welfare  benefits. 
Benefits  are  not  only  becoming  a  significant  percent  of  payroll  but,  due  to  an  account- 
ing change  under  consideration,  may  soon  be  required  to  be  disclosed  as  unfunded  lia- 
bilities on  the  financial  disclosure  statement  of  companies.  Adding  to  the  reluctance 
to  expand  benefits  are  recent  court  rulings  indicating  that  employers  may  not  be  per- 
mitted to  terminate  or  cut  back  on  any  defined  health  benefit  promised  to  retirees. 

These  factors  combine  to  make  employers  wary  of  adding  any  new  benefit  for  long- 
term  care,  where  demand  and  costs  are  expected  to  grow  substantially  in  the  future  un- 
less it  is  pre-funded.  However,  recent  policy  changes  under  the  Deficit  Reduction  Act 
of  1984  eliminated  the  tax  advantages  of  pre-funding  retirement  health  benefits  by  sub- 
jecting investment  earnings  on  retirement  health  plan  assets  to  current  income  taxation. 

Despite  these  very  real  problems,  employers  could  develop  long-term  care  insurance 
options  for  retirees.  For  example,  insurance  for  long-term  care  could  be  provided  by 
employers  as  an  additional  fringe  benefit  choice,  or  employers  could  simply  help  form 
a  group  so  that  interested  employees  could  purchase  insurance.  In  this  regard,  the  Fed- 
eral Government  might  well  be  in  a  position  to  provide  leadership  throuqh  its  Federal 
Employees  Health  Benefits  Program. 

The  principal  immediate  strength  of  employer-based  groups  for  long-term  care  financ- 
ing lies  in  its  potential  to  expand  the  market  for  long-term  care  insurance.  Insurance 
offered  through  employer  groups  would  be  likely  to  carry  significantly  lower  premiums, 
since  the  risk  of  adverse  selection  and  marketing  costs  are  minimized  in  this  approach. 

Employers  could  also  establish  programs  which  help  support  employees  caring  for 
disabled  family  members  or  which  help  retirees  obtain  the  services  they  need.  A  res- 
tructuring of  pension  payout  plans  to  allow  for  lump  sum  withdrawals  is  another  way 
of  assisting  retirees  meet  their  long-term  care  expenses. 

Tax  Allowances  for  Family  Caregiving 

Currently,  family  caregivers  provide  most  of  the  long-term  assistance  given  to  func- 
tionally disabled  persons  living  in  the  community.  Public  policy  support  for  family 
caregivers  is  advocated  on  the  grounds  that  it  can  prevent  costly  institutionalization 
by  reducing  the  incidence  of  family  "burnout";  relieve  the  excessive  financial  and  emo- 
tional burden  on  caregivers;  and  ease  the  conflicts  between  work  and  caregiving  respon- 
sibilities. 

Subject  to  a  number  of  restrictions,  current  federal  tax  policy  provides  three  tools 
for  targeting  subsidies  to  taxpayer  households  in  which  dependent  elderly  persons  are 
living:  1)  a  $1,000  exemption  permitted  for  each  elderly  dependent  supported  by  the 
taxpayer;  2)  deductions  for  medical  expenses  of  dependents  if  expenses  exceed  7.5  per- 
cent of  income;  and  3)  a  tax  credit  given  employed  taxpayers  for  the  care  expenses  of 
a  disabled  spouse  or  dependent,  under  the  Child  and  Dependent  Care  Credit  provisions 
of  the  current  tax  code. 
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Mone  of  these  tools  are  widely  used  by  taxpayers  nor,  as  presently  structured,  are 
they  considered  very  influential  on  a  family's  decisions  about  whether  or  not  to  institu- 
tionalize an  elderly  person.  Social  and  emotional  factors  typically  weigh  more  heavily 
than  the  financial  burden  in  such  decisions. 

There  are  numerous  Congressional  proposals  pending  which  propose  further  tax 
benefits  for  family  caregivers.  Most  build  on  the  child  and  dependent  care  credit  and 
attempt  to  remove  or  reduce  some  of  the  limitations  such  as  the  requirement  that  all 
taxpayers  in  the  household  must  be  gainfully  employed. 

Some  of  the  more  substantial  ideas  for  assisting  family  caregivers  through  the  tax 
system  have  been  developed  by  the  States.  Arizona  has  adopted  an  unusual  variation 
which  permits  taxpayers  to  deduct  eligible  medical  expenses  for  any  elderly  person, 
whether  or  not  they  are  a  relative,  living  in  the  State. 

Tax  subsidy  approaches  typically  assist  working  caregivers,  rather  than  persons  who 
drop  out  of  the  workforce  in  order  to  provide  another's  care.  The  caregivers  who  leave 
or  reduce  their  employment  pay  a  price  in  foregone  earnings  and  probably  also  in  low- 
er future  earnings,  both  of  which  will  lower  his  or  her  later  Social  Security  benefits.  To 
offset  this,  proposals  have  been  put  forward  to  allow  family  caregivers  to  deduct  those 
years  in  which  they  provided  care  from  the  usual  total  earning  period  (35  years)  man- 
dated for  other  Social  Security  beneficiaries. 

Family  caregiving  may  also  be  assisted  by  changes  in  employment  policies.  More  flex- 
ible work  and  leave  policies,  counseling  programs  and  work-based  caregiver  support 
groups  have  started  to  attract  the  attention  of  business  and  other  groups.  A  1985  study 
by  Traveler's  Insurance  Company  found  that  about  1  in  5  of  all  company  employees  over 
aged  30  had  caregiving  responsibility  for  an  elderly  relative.  Other  research  indicates 
that  the  conflict  between  work  and  caregiving  responsibilities  shows  up  in  greater  tardi- 
ness, lower  productivity,  and  more  depression. 

Volunteer  Systems  and  Service  Exchange 

Volunteer  work  is  work  or  assistance  performed  without  compensation  except  for  ex- 
penses incidental  to  performing  the  volunteer  role,  such  as  supervision,  training  costs 
or  assistance  with  transportation.  Volunteerism  is  an  important  component  of  the  Na- 
tion's public  and  private  services  systems.  Surveys  indicate  that  almost  half  of  all  Ameri- 
cans do  some  sort  of  volunteer  work.  Many  of  these  volunteers  are  over  age  65  and  the 
number  of  older  volunteers  is  expected  to  increase  at  twice  the  rate  of  growth  for  the 
older  population  itself. 

Although  many  charitable  organizations  assist  with  the  needs  of  the  elderly,  the  con- 
tinuum of  long-term  care  is  not  a  traditional  focus  for  most  orqanized  volunteer  serv- 
ices. In  attempting  to  envision  how  volunteers  can  play  an  increasing  role  in  meeting 
the  long-term  care  needs  of  the  dependent  elderly,  several  principles  emerge: 

•  Volunteer  approaches  will  vary  widely  because  they  need  to  be  developed  and  sup- 
ported by  individuals  and  community  organizations  to  fit  community  needs. 

•  Volunteers  serve  to  complement  paid  staff  and  cannot  replace  the  specialized  exper- 
tise of  professional  caregivers. 

•  Additional  knowledge  is  needed  to  support  the  widespread  involvement  of  volunteers 
in  long-term  care,  e.g.,  to  identify  appropriate  assignments  and  to  strike  a  proper 
balance  between  paid  staff  and  volunteers. 

•  Volunteer  efforts  cost  time  and  money,  especially  those  done  well.  While  the  value 
of  volunteer  efforts  can  far  exceed  operational  costs,  financial  assistance  is  needed 
for  coordination,  training  and  other  related  costs. 

•  Future  approaches  need  to  build  on  existing  organizations  and  systems,  rather  than 
create  new  ones.  There  are  a  number  of  volunteer  programs  providing  services  for 
the  disabled  elderly,  with  national,  State  and  local  sponsors. 
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Section  1.     Purpose 

The  purpose  of  this  Act  is  to  promote  the  public  interest,  to  promote  the  availability  of  long- 
term  care  insurance  policies,  to  protect  applicants  for  long-term  care  insurance,  as  defined,  from 
unfair  or  deceptive  sales  or  enrollment  practices,  to  establish  standards  for  long-term  care  insur- 
ance, to  facilitate  public  understanding  and  comparison  of  long-term  care  insurance  policies,  and 
to  facilitate  flexibility  and  innovation  in  the  development  of  long-term  care  insurance  coverage. 

Comment:  The  purpose  clause  evidences  legislative  intent  to  protect  the  public  while  recognizing  the  need  to  permit 
flexibility  and  innovation  with  respect  to  long-term  care  insurance  coverage. 

Section  2.     Scope 

The  requirements  of  this  Act  shall  apply  to  policies  delivered  or  issued  for  delivery  in  this  state 
on  or  after  the  effective  date  of  this  Act.  This  Act  is  not  intended  to  supersede  the  obligations 
of  entities  subject  to  this  Act  to  comply  with  the  substance  of  other  applicable  insurance  laws 
insofar  as  they  do  not  conflict  with  this  Act,  except  that  laws  and  regulations  designed  and 
intended  to  apply  to  medicare  supplement  insurance  policies  shall  not  be  applied  to  long-term 
care  insurance.  A  policy  which  is  not  advertised,  marketed  or  offered  as  long-term  care  insurance 
or  nursing  home  insurance  need  not  meet  the  requirements  of  this  Act. 

Comment:  This  section  makes  clear  that  entities  subject  to  the  Act  must  continue  to  comply  with  other  applicable 
insurance  legislation  not  in  conflict  with  this  Act. 

Section  3.     Short  Title 

This  Act  may  be  known  and  cited  as  the  "Long-Term  Care  Insurance  Act." 
Section  4.     Definitions 

Unless  the  context  requires  otherwise,  the  definitions  in  this  section  apply  throughout  this  Act. 

A.  "Long-term  care  insurance"  means  any  insurance  policy  or  rider  advertised,  marketed, 
offered  or  designed  to  provide  coverage  for  not  less  than  twelve  consecutive  months  for 
each  covered  person  on  an  expense  incurred,  indemnity,  prepaid  or  other  basis;  for  one 
or  more  necessary  or  medically  necessary  diagnostic,  preventive,  therapeutic,  rehabili- 
tative, maintenance,  or  personal  care  services,  provided  in  a  setting  other  than  an  acute 
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care  unit  of  a  hospital.  Such  term  includes  group  and  individual  policies  or  riders  whether 
issued  by  insurers,  fraternal  benefit  societies,  nonprofit  health,  hospital,  and  medical 
service  corporations,  prepaid  health  plans,  health  maintenance  organizations  or  any  sim- 
ilar organization.  Long-term  care  insurance  shall  not  include  any  insurance  policy  which 
is  offered  primarily  to  provide  basic  Medicare  supplement  coverage,  basic  hospital  expense 
coverage,  basic  medical-surgical  expense  coverage,  hospital  confinement  indemnity  cov- 
erage, major  medical  expense  coverage,  disability  income  protection  coverage,  accident 
only  coverage,  specified  disease  or  specified  accident  coverage,  or  limited  benefit  health 
coverage. 

B.  "Applicant"  means: 

(1)  in  the  case  of  an  individual  long-term  care  insurance  policy,  the  person  who  seeks 
to  contract  for  benefits,  and 

(2)  in  the  case  of  a  group  long-term  care  insurance  policy,  the  proposed  certificate  holder. 

C.  "Certificate"  means,  for  the  purposes  of  this  Act,  any  certificate  issued  under  a  group 
long-term  care  insurance  policy,  which  policy  has  been  delivered  or  issued  for  delivery 
in  this  state. 

D.  "Commissioner"  means  the  insurance  commissioner  of  this  state. 

Drafting  Note:  Where  the  word  "Commissioner"  appears  in  this  Act,  the  appropriate  designation  for  the  chief  insurance 
supervisory  official  of  the  state  should  be  substituted. 

E.  "Group  long-term  care  insurance"  means  a  long-term  care  insurance  policy  which  is 
delivered  or  issued  for  delivery  in  this  state  and  issued  to: 

(1)  One  or  more  employers  or  labor  organizations,  or  to  a  trust  or  to  the  trustees  of  a 
fund  established  by  one  or  more  employers  or  labor  organizations,  or  a  combination 
thereof,  for  employees  or  former  employees  or  a  combination  thereof  or  for  members 
or  former  members  or  a  combination  thereof,  of  the  labor  organizations;  or 

(2)  Any  professional,  trade  or  occupational  association  for  its  members  or  former  or 
retired  members,  or  combination  thereof,  if  such  association: 

(a)  Is  composed  of  individuals  all  of  whom  are  or  were  actively  engaged  in  the 
same  profession,  trade  or  occupation;  and 

(b)  Has  been  maintained  in  good  faith  for  purposes  other  than  obtaining  insur- 
ance; or 

(3)  An  association  or  a  trust  or  the  trustee(s)  of  a  fund  established,  created  or  maintained 
for  the  benefit  of  members  of  one  or  more  associations.  Prior  to  advertising,  mar- 
keting or  offering  such  policy  within  this  state,  the  association  or  associations,  or 
the  insurer  of  the  association  or  associations,  shall  file  evidence  with  the  Commis- 
sioner that  the  association  or  associations  have  at  the  outset  a  minimum  of  100 
persons  and  have  been  organized  and  maintained  in  good  faith  for  purposes  other 
than  that  of  obtaining  insurance;  have  been  in  active  existence  for  at  least  one  year; 
and  have  a  constitution  and  by-laws  which  provide  that: 
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(a)  the  association  or  associations  hold  regular  meetings  not  less  than  annually 
to  further  purposes  of  the  members; 

(b)  except  for  credit  unions,  the  association  or  associations  collect  dues  or  solicit 
contributions  from  members;  and 

(c)  the  members  have  voting  privileges  and  representation  on  the  governing  board 
and  committees. 

Thirty  days  after  such  filing  the  association  or  associations  will  be  deemed  to  satisfy 
such  organizational  requirements,  unless  the  Commissioner  makes  a  finding  that 
the  association  or  associations  do  not  satisfy  those  organizational  requirements. 

(4)      A  group  other  than  as  described  in  Subsections  E(l),  E(2)  and  E(3),  subject  to  a 
finding  by  the  Commissioner  that: 

(a)  The  issuance  of  the  group  policy  is  not  contrary  to  the  best  interest  of  the 
public; 

(b)  The  issuance  of  the  group  policy  would  result  in  economies  of  acquisition  or 
administration;  and 

(c)  The  benefits  are  reasonable  in  relation  to  the  premiums  charged. 

F.  "Policy"  means,  for  the  purposes  of  this  Act,  any  policy,  contract,  subscriber  agreement, 
rider  or  endorsement  delivered  or  issued  for  delivery  in  this  state  by  an  insurer,  fraternal 
benefit  society,  nonprofit  health,  hospital,  or  medical  service  corporation,  prepaid  health 
plan,  health  maintenance  organization  or  any  similar  organization. 

Drafting  Note:  This  Act  is  intended  to  apply  to  the  specified  group  and  individual  policies,  contracts,  and  certificates 
whether  issued  by  insurers,  fraternal  benefit  societies,  non-profit  health,  hospital,  and  medical  service  corporations, 
prepaid  health  plans,  health  maintenance  organizations,  or  any  similar  organization.  In  order  to  include  such  organ- 
izations, each  state  should  identify  them  in  accordance  with  its  statutory  terminology  or  by  specific  statutory  citation. 
Depending  upon  state  law,  insurance  department  jurisdiction  and  other  factors,  separate  legislation  may  be  required. 
In  any  event,  the  legislation  should  provide  that  the  particular  terminology  used  by  these  plans  and  organizations  may 
be  substituted  for,  or  added  to,  the  corresponding  terms  used  in  this  Act.  The  term  "regulations"  should  be  replaced  by 
the  terms  "rules  and  regulations"  or  "rules"  as  may  be  appropriate  under  state  law. 

The  definition  of  "long-term  care  insurance"  under  this  Act  is  designed  to  allow  maximum  flexibility  in  benefit  scope, 
intensity  and  level,  while  assuring  that  the  purchaser's  reasonable  expectations  for  a  long-term  care  insurance  policy 
are  met.  The  Act  is  intended  to  permit  long-term  care  insurance  policies  to  cover  either  diagnostic,  preventive,  therapeutic, 
rehabilitative,  maintenance  or  personal  care  services,  or  any  combination  thereof,  and  not  to  mandate  coverage  for  each 
of  these  types  of  services.  Pursuant  to  the  definition,  long-term  care  insurance  may  be  either  a  group  or  individual 
insurance  policy  or  a  rider  to  such  a  policy,  e.g.,  life  or  accident  and  sickness.  The  language  in  the  definition  concerning 
"other  than  an  acute  care  unit  of  a  hospital"  is  intended  to  allow  payment  of  benefits  when  a  portion  of  a  hospital  has 
been  designated  for,  and  duly  licensed  or  certified  as  a  long-term  care  provider  or  swing  bed. 

Section  5.     Limits  of  Group  Long-Term  Care  Insurance 

No  group  long-term  care  insurance  coverage  may  be  offered  to  a  resident  of  this  state  under  a 
group  policy  issued  in  another  state  to  a  group  described  in  Section  4E(4),  unless  this  state  or 
another  state  having  statutory  and  regulatory  long-term  care  insurance  requirements  substan- 
tially similar  to  those  adopted  in  this  state  has  made  a  determination  that  such  requirements 
have  been  met. 
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Section  6.     Disclosure  and  Performance  Standards  for  Long-Term  Care  Insurance 

A.  The  Commissioner  may  adopt  regulations  that  include  standards  for  full  and  fair  disclo- 
sure setting  forth  the  manner,  content,  and  required  disclosures  for  the  sale  of  long-term 
care  insurance  policies,  terms  of  renewability,  initial  and  subsequent  conditions  of  eli- 
gibility, nonduplication  of  coverage  provisions,  coverage  of  dependents,  preexisting  con- 
ditions, termination  of  insurance,  continuation  or  conversion,  probationary  periods, 
limitations,  exceptions,  reductions,  elimination  periods,  requirements  for  replacement, 
recurrent  conditions,  and  definitions  of  terms. 

Comment:  This  subsection  permits  the  adoption  of  regulations  establishing  disclosure  standards,  renewability  and 
eligibility  terms  and  conditions,  and  other  performance  requirements  for  long-term  care  insurance.  Regulations  under 
this  subsection  should  recognize  the  developing  and  unique  nature  of  long-term  care  insurance  and  the  distinction 
between  group  and  individual  long-term  care  insurance  policies. 

B.  No  long-term  care  insurance  policy  may: 

(1)  Be  cancelled,  nonrenewed  or  otherwise  terminated  on  the  grounds  of  the  age  or  the 
deterioration  of  the  mental  or  physical  health  of  the  insured  individual  or  certificate 
holder;  or 

(2)  Contain  a  provision  establishing  a  new  waiting  period  in  the  event  existing  coverage 
is  converted  to  or  replaced  by  a  new  or  other  form  within  the  same  company,  except 
with  respect  to  an  increase  in  benefits  voluntarily  selected  by  the  insured  individual 
or  group  policyholder;  or 

(3)  Contain  coverage  for  skilled  nursing  care  only  or  contain  coverage  that  provides 
significantly  more  skilled  care  in  a  facility  than  coverage  for  lower  levels  of  care. 

C.  Preexisting  condition: 

(1)  No  long-term  care  insurance  policy  or  certificate  other  than  an  employer's  group 
policy  or  certificate  as  defined  in  Section  4E(1)  shall  use  a  definition  of  "preexisting 
condition"  which  is  more  restrictive  than  the  following:  Preexisting  condition  means 
a  condition  for  which  medical  advice  or  treatment  was  recommended  by,  or  received 
from  a  provider  of  health  care  services,  within  six  months  preceding  the  effective 
date  of  coverage  of  an  insured  person. 

(2)  No  long-term  care  insurance  policy  or  certificate  other  than  an  employer's  group 
policy  or  certificate  as  defined  in  Section  4E(1)  may  exclude  coverage  for  a  loss  or 
confinement  which  is  the  result  of  a  preexisting  condition  unless  such  loss  or  con- 
finement begins  within  six  months  following  the  effective  date  of  coverage  of  an 
insured  person. 

(3)  The  Commissioner  may  extend  the  limitation  periods  set  forth  in  Sections  6C(1) 
and  (2)  above  as  to  specific  age  group  categories  in  specific  policy  forms  upon  findings 
that  the  extension  is  in  the  best  interest  of  the  public. 

(4)  The  definition  of  "preexisting  condition"  does  not  prohibit  an  insurer  from  using  an 
application  form  designed  to  elicit  the  complete  health  history  of  an  applicant,  and, 
on  the  basis  of  the  answers  on  that  application,  from  underwriting  in  accordance 
with  that  insurer's  established  underwriting  standards.  Unless  otherwise  provided 
in  the  policy  or  certificate,  a  preexisting  condition,  regardless  of  whether  it  is  dis- 
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closed  on  the  application,  need  not  be  covered  until  the  waiting  period  described  in 
Section  6C(2)  expires.  No  long-term  care  insurance  policy  or  certificate  may  exclude 
or  use  waivers  or  riders  of  any  kind  to  exclude,  limit  or  reduce  coverage  or  benefits 
for  specifically  named  or  described  preexisting  diseases  or  physical  conditions 
beyond  the  waiting  period  described  in  Section  6C(2). 

D.  Prior  institutionalization: 

No  long-term  care  insurance  policy  which  provides  benefits  only  following  institution- 
alization shall  condition  such  benefits  upon  admission  to  a  facility  for  the  same  or  related 
conditions  within  a  period  of  less  than  thirty  days  after  discharge  from  the  institution. 

E.  The  Commissioner  may  adopt  regulations  establishing  loss  ratio  standards  for  long-term 
care  insurance  policies  provided  that  a  specific  reference  to  long-term  care  insurance 
policies  is  contained  in  the  regulation. 

F.  Right  to  return  -  free  look: 

(1)  Individual  long-term  care  insurance  policyholders  shall  have  the  right  to  return 
the  policy  within  ten  days  of  its  delivery  and  to  have  the  premium  refunded  if,  after 
examination  of  the  policy,  the  policyholder  is  not  satisfied  for  any  reason.  Individual 
long-term  care  insurance  policies  shall  have  a  notice  prominently  printed  on  the 
first  page  of  the  policy  or  attached  thereto  stating  in  substance  that  the  policyholder 
shall  have  the  right  to  return  the  policy  within  ten  days  of  its  delivery  and  to  have 
the  premium  refunded  if,  after  examination  of  the  policy,  the  policyholder  is  not 
satisfied  for  any  reason. 

(2)  A  person  insured  under  a  long-term  care  insurance  policy  issued  pursuant  to  a 
direct  response  solicitation  shall  have  the  right  to  return  the  policy  within  thirty 
days  of  its  delivery  and  to  have  the  premium  refunded  if,  after  examination,  the 
insured  person  is  not  satisfied  for  any  reason.  Long-term  care  insurance  policies 
issued  pursuant  to  a  direct  response  solicitation  shall  have  a  notice  prominently 
printed  on  the  first  page  or  attached  thereto  stating  in  substance  that  the  insured 
person  shall  have  the  right  to  return  the  policy  within  thirty  days  of  its  delivery 
and  to  have  the  premium  refunded  if  after  examination  the  insured  person  is  not 
satisfied  for  any  reason. 

G.  An  outline  of  coverage  shall  be  delivered  to  an  applicant  for  an  individual  long-term  care 
insurance  policy  at  the  time  of  application  for  an  individual  policy.  In  the  case  of  direct 
response  solicitations,  the  insurer  shall  deliver  the  outline  of  coverage  upon  the  applicant's 
request,  but  regardless  of  request  shall  make  such  delivery  no  later  than  at  the  time  of 
policy  delivery.  Such  outline  of  coverage  shall  include: 

(1)  A  description  of  the  principal  benefits  and  coverage  provided  in  the  policy; 

(2)  A  statement  of  the  principal  exclusions,  reductions  and  limitations  contained  in  the 
policy; 

(3)  A  statement  of  the  renewal  provisions,  including  any  reservation  in  the  policy  of  a 
right  to  change  premiums;  and 
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(4)  A  statement  that  the  outline  of  coverage  is  a  summary  of  the  policy  issued  or  applied 
for,  and  that  the  policy  should  be  consulted  to  determine  governing  contractual 
provisions. 

H.   A  certificate  issued  pursuant  to  a  group  long-term  care  insurance  policy  which  policy  is 
delivered  or  issued  for  delivery  in  this  state  shall  include: 

(1)  A  description  of  the  principal  benefits  and  coverage  provided  in  the  policy; 

(2)  A  statement  of  the  principal  exclusions,  reductions  and  limitations  contained  in  the 
policy;  and 

(3)  A  statement  that  the  group  master  policy  determines  governing  contractual  pro- 
visions. 

I.     No  policy  may  be  advertised,  marketed  or  offered  as  long-term  care  or  nursing  home 
insurance  unless  it  complies  with  the  provisions  of  this  Act. 


Comment:  The  above  provisions  are  deemed  appropriate  due  to  the  particular  nature  of  long-term  care  insurance,  and 
are  consistent  with  group  insurance  laws.  Specific  standards  would  be  contained  in  regulations  implementing  this  Act. 

Section  7.     Administrative  Procedures 

Regulations  adopted  pursuant  to  this  Act  shall  be  in  accordance  with  the  provisions  of  (cite 
section  of  state  insurance  code  relating  to  the  adoption  and  promulgation  of  rules  and  regulations 
or  cite  the  state's  administrative  procedures  act,  if  applicable). 


Section  8.     Severability 

If  any  provision  of  this  Act  or  the  application  thereof  to  any  person  or  circumstance  is  for  any 
reason  held  to  be  invalid,  the  remainder  of  the  Act  and  the  application  of  such  provision  to  other 
persons  or  circumstances  shall  not  be  affected  thereby. 

Section  9.     Effective  Date 

This  Act  shall  be  effective  (insert  date). 


Legislative  History  (all  references  are  to  the  Proceedings  of  the  NAIC). 

1987  Proc.  1 11,19,  655,  677-680,  700  (adopted). 
1987  Proc.  II  (amended). 
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STATE  REGULATORY  ACTIVITIES  RELATED  TO  LONG  TERM  CARE  INSURANCE 

OVERVIEW  OF  CURRENT  STATUS  -  SEPTEMBER,  1986 

Prepared  by 

Debra  J.  Lipson 

Intergovernmental  Health  Policy  Project 

The  George  Washington  University 

INTRODUCTION 

Concern  about  the  rising  costs  of  long  term  care  for  the  elderly  has  led 
to  a  number  of  studies  and  legislative  or  regulatory  proposals  designed  to  ease 
the  public  and  individual  burden  for  financing  such  care.  Currently,  Medicaid 
and  out-of-pocket  expenses  by  consumers  constitute  about  90%  of  payments  for 
long  term  care  in  nursing  homes.  ^ 

This  issue  has  been  the  focus  of  increasing  attention  by  state  legislators, 
state  insurance  regulators  and  state  Medicaid  program  officials  because  the 
business  of  insurance  is  regulated  by  the  states  and  Medicaid  costs  might 
decrease  if  more  individuals  are  covered  by  long  term  care  insurance.  The 
primary  objective  of  the  states'  studies,  regulations  and  laws  has  been  to 
increase  the  availability  of  private  long  term  care  insurance  products  in  the 
market  and  thus  the  role  of  private  insurance  in  financing  long  term  care. 

OVERVIEW  OF  STATE  ACTIVITIES 

Until  this  year,  only  a  few  private  long  term  care  policies  were  available 
to  the  public.  Barriers  to  market  entry  by  insurers  include  a)  lack  of  consumer 
awareness  about  the  need  for  long  term  care  coverage,  b)  lack  of  data  regard- 
ing the  utilization  and  costs  of  long  term  care  services,  c)  insurers'  concerns 
about  the  underwriting  risks  and  marketing  strategies,  and  d)  the  regulatory 
environment  which  in  some  cases  thwarted  the  development  of  long  term  care 
policies.  This  overview  addresses  this  last  area  by  reviewing  recent  state 
legislation  or  regulations  affecting  long  term  care  insurance  and  summarizing 
studies  that  have  examined  how  long  term  care  policies  are  regulated  on  a 
state-by-state  basis. 

1)  Legislation  -  This  is  the  first  year  that  more  than  a  handful  of  states 
passed  legislation  regulating  long  term  care  insurance.  In  1986,  14  states 
enacted  such  legislation,  six  state  legislatures  requested  studies  on  mechanisms 
to  promote  the  development  of  long  term  care  policies,  while  another  eight 
states  either  mandated  such  coverage  under  health  insurance  policies  or  revised 
or  established  standards  for  such  policies.  Prior  to  1986,  only  a  few  states 
(for  example,  West  Virginia  &  Wisconsin)  had  legislation  that  went  further  than 
simply  mandating  a  study. 

State  laws  enacted  to  date  can  be  categorized  into  four  broad  strategies: 
1)  those  which  permit  maximum  regulatory  flexibility  (New  York);  2)  those 
which  establish  minimum  policy  features  and  benefits  (Connecticut,  Maine, 
Maryland,  Minnesota,  North  Dakota  and  Washington);  3)  those  which  adopt  a 
more  stringent  regulatory  approach  to  long  term  care  policies  (Kentucky  and 
West  Virginia);  and  4)  those   which  establish   incentives  for   insurers  to  sell  and 
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consumers    to    buy    qualifying    long    term    care    policies    (Colorado).    The    accom- 
panying report  spells  out  the  specific  requirements  of  each  of  these  laws. 

2)  Study  Commissions  and  Task  Forces  -  Findings  and  Recommendations 
In  1985,  eleven  states  established  task  forces  or  study  commissions  to  examine 
the  state  regulatory  environment  for  long  term  care  policies.  Many  of  these 
task  forces  have  completed  their  study,  and  a  couple  have  continued  their 
work  in  1986  to  monitor  developments  and  issues  as  they  arise.  In  1986,  six 
new  task  forces  were  formally  established  through  state  legislation.  What  many 
of  the  task  forces  discover  is  that  long  term  care  policies  in  most  states  are 
subject  to  regulations  governing  other  types  of  health  insurance  policies,  such 
as  Medicare  supplement  policies  or  general  health  or  disability  policies. 

In  some  states,  such  as  Georgia  and  Arizona,  the  regulatory  environment 
is  flexible  enough  to  allow  the  Insurance  Commissioner  to  approve  policies 
which  arc  considered  "experimental".  That  is,  the  policies  deviate  from  typical 
Medicare  and  Medicare  supplement  nursing  home  benefits  and  requirements.  In 
other  states  such  as  New  York  and  Wisconsin,  task  forces  have  found  the 
regulatory  environment  would  not  support  experimentation  by  private  insurers. 
In  New  York,  this  finding  led  to  a  recommendation  and  subsequent  legislation 
which  grants  the  Insurance  Superintendent  broad  discretion  over  long  term 
care  policies  filed  for  approval. 

Not  all  states  are  willing  to  grant  such  broad  approval  authority.  In 
many  instances,  the  legislatures  have  enacted,  with  the  support  of  the  Insur- 
ance Commissioner,  mandated  minimum  standards  and  benefits  for  long  term 
care  policies.  These  actions  arc  often  the  result  of  efforts  to  prevent  market- 
ing abuses  and  misrepresentations  to  consumers  in  the  sale  of  nursing  home 
policies  or  in  Medigap  policies.  The  Texas  Board  of  Insurance  study  addresses 
this  issue  and  its  forthcoming  recommendations  may  reflect  some  concern  about 
such  abuses,  if  not  proposed  regulations  to  prevent  this  from  occurring. 

The  most  urgent  need,  reflected  in  almost  every  task  force  report,  is  for 
greater  consumer  education.  Public  information  campaigns,  designed  by  or 
supported  by  the  state,  are  in  the  process  of  development  in  several  states 
(Arizona,  Georgia,  Montana).  Such  campaigns  are  already  in  existence  in  Cali- 
fornia, Washington  and  in  several  other  states.  Though  this  strategy  is  short- 
term,  it  will  take  some  time  before  consumers  are  sufficiently  educated  and 
persuaded  to  explore  the  long  term  care  insurance  market. 

In  the  meantime,  task  forces  have  examined  other  options  for  expanding 
the  potential  market  for  long  term  care  insurance  products.  Many  are  examin- 
ing ways  to  encourage  or  expand  home  equity  conversion  to  finance  long  term 
care.  Others  have  recommended  strategies  which  would  act  as  incentives  to 
purchase  private  long  term  care  policies  by  consumers.  These  include: 

1)  amending  Medicaid  regulations  to  limit  the  "spend  down"  requirements 
for  beneficiaries  who  had  their  care  initially  covered  by  long  term  care 
insurance; 

2)  creating  a  state  pooling  mechanism  or  premium  subsidies  to  help  fi- 
nance LTC  insurance  for  low  income  persons  who  cannot  afford  private 
insurance;  and 
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3)    allowing    contributions    to   an    "individual    medical    account"    to   be    tax 
deductible; 

To  date,  none  of  these  recommendations  have  been  implemented  by  any 
state  and  further  exploration  of  these  ideas  will  be  required. 

Finally,  several  states  require  health  insurance  policies  to  cover  home 
health  care  or  hospice  services,  but  there  are  often  limits  on  the  duration  and 
scope  of  these  benefits  so  that  they  do  not  meet  long  term  care  needs.  Though 
states  have  the  option  to  require  longer  lengths  of  home  health  and  hospice 
benefit  coverage  in  health  insurance  policies,  none  of  the  task  forces  or 
commissions  have  recommended  this  approach  per  se.  Rather,  the  recommend- 
ations indicate  a  preference  for  nursing  home  policies  to  offer  incentives  to 
policyholders  to  utilize  lower  cost  home  care  when  possible. 
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CURRENT  STATUS  OF  STATE  LAWS  AND  TASK  FORCE  REPORTS  ON 

LONG  TERM  CARE  INSURANCE 

SEPTEMBER,  1986 


NOTE:         TF  refers  to  a  Task  Force  or  Study  Commission 

Law    refers    to    a    law    or    statute    in    the    state    code    affecting    LTC 
insurance 


ALABAMA  -  No  action  to  date. 

ALASKA  (TF) 

The  report  to  the  Governor  of  the  Mini-Cabinet  on  Long  Term  Care  was 
filed  in  March,  1986.  It  contained  several  recommendations  to  promote  devel- 
opment of  private  financing  including  1)  encouragement  for  long  term  care 
coverage  for  public  employees  and  in  employer-provided  group  policies;  2) 
exploration  of  a  loan  program  for  long  term  care  for  seniors  to  borrow  against 
their  equity  (i.e.  reverse  mortgages);  and  3)  legislation  permitting  a  deduction 
from  the  longevity  bonus  for  seniors  to  purchase  LTC  insurance.  The  Mini- 
Cabinet's  first  priority,  however,  was  to  educate  the  public  regarding  the  need 
to  plan  for  their  own  long  term  care  needs. 

ARIZONA  (TF) 

The  Governor's  Private  Sector  Insurance  Task  Force  on  Long  Term  Care 
submitted  its  report  in  January,  1986.  The  Task  Force  recommended  no  new 
legislation  or  revisions  to  existing  laws  or  regulations,  but  urged  the  Arizona 
Department  of  Insurance  to  "maintain  an  extremely  flexible  regulatory  approach 
to  the  long  term  care  insurance  policies  and  work  with  insurers  wherever 
necessary  to  allow  the  development  and  marketing  of  innovative  policies". 

The  Insurance  Department  is  currently  in  the  process  of  publishing  a 
consumer  guide  to  long  term  care  insurance  which  will  be  distributed  via  state 
agencies,  area  agencies  on  aging  and  other  senior  groups.  They  are  also  work- 
ing with  the  Department  of  Economic  Security  on  a  report  dealing  with  non- 
governmental financing  of  long  term  care  to  be  issued  in  October.  One  study 
requested  by  the  Task.  Force  is  to  examine  the  option  of  a  pooling  mechanism 
to  cover  long  term  care  costs,  but  if  this  involves  increased  state  expenditures 
it  is  not  likely  to  get  very  far  given  the  state's  precarious  economy.  The 
result  of  these  studies  and  discussions  among  insurers,  state  agencies,  providers 
and  consumer  groups,  should  be  some  action  next  year  involving  greater  coord- 
ination of  long  term  care  services  with  financing  mechanisms.  Arizona  also 
mandates  that  group  insurance  policies  provide  coverage  of  home  health  serv- 
ices (1982  law). 

In  addition,  Arizona  has  been  regulating  life  care  contracts  for  many 
years.  The  legislature  passed  a  law  in  1985  (HB  2376/Ch.252)  which  amends  the 
existing  statute  by  modifying  the  requirements  for  permit  applications.  A  law 
passed  in  1984  further  specified  capital  requirements  for  applicants. 

ARKANSAS 

The  Arkansas  Insurance  Department  has  regulations  governing  the  mini- 
mum standards  for  benefits  under  nursing  home  policies  (which  qualifv  as 
disability    insurance    policies)    in    terms    of    amount    and    length    of    benefits   and 
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permits  the  use  of  prior  hospitalization 'as  a  condition  of  coverage. 

CALIFORNIA  (TF) 

California  has  about  ten  insurance  companies  already  offering  policies 
which  cover  long  term  care  benefits.  The  California  Assembly  Research  Office 
has  been  investigating  issues  related  to  the  current  regulation  of  these  poli- 
cies, such  as  complaints  regarding  the  loss  ratio  requirements  and  benefits,  but 
has  not  released  any  report  as  yet.  In  the  meantime,  the  California  legislature' 
passed  a  bill  (AB  2583/Ch.236/Laws  1986)  this  past  session  which  requires  the 
Department  of  Insurance  to  conduct  a  study  of  the  feasibility  of  public  or 
private  insurance  policies  covering  home  health  care  and  in-home  supportive 
services  regardless  of  prior  confinement.  The  study  must  consider  the  potential 
savings  to  Medi-Cal  and  must  consider  purchase  disincentives,  market  factors 
limiting  the  supply  of  available  polices  and  policy  design  issues  such  as  def- 
inition of  care  services,  premium  pricing  and  per  diem  indemnity  vs.  cost  reim- 
bursement benefits.  The  study  findings  must  be  reported  to  the  legislature  by 
June  30,  1987.  As  a  side  note,  the  bill  as  originally  introduced  would  have 
established  a  long  term  care  association  in  order  to  pool  the  risks  of  those 
who  would  buy  insurance  to  cover  home  health  care  and  community-based 
services  without  regard  to  a  prior  admission  in  a  hospital  or  nursing  home. 
California  already  mandates  that  group  insurance  policies  offer  a  home  health 
benefit  as  an  option  (1978  law). 

California  has  regulated  life  care  contracts  for  a  while;  a  bill  still  pend- 
ing in  the  1986  legislative  session  would  amend  the  existing  licensing  proce- 
dures for  the  health  facility  component  and  change  requirements  for  obtaining 
a  certificate  of  authority. 

COLORADO  (Law) 

Two  laws  were  passed  this  past  session.  HB  1158/1986  Laws  reduces  the 
premium  tax  on  long  term  care  insurance  policies  which  conform  to  minimum 
standards  and  allows  a  tax  deduction  for  purchasers  of  qualifying  polices.  The 
standards  govern  form  and  content  of  the  policy  which  specify  the  minimum  of 
at  least  12  months  in  the  care  of  a  nursing  home,  intermediate  care  facility  or 
home  health  agency  and  may  not  exclude  coverage  for  chronic  conditions 
correlated  with  the  normal  aging  process.  A  study  on  the  results  of  this  law  is 
due  by  January.  1988. 

HB  1102/1986  Laws  became  the  first  state  law  in  the  country  permitting 
the  interest  on  Individual  Medical  Accounts  (IMAs)  to  be  tax-free.  Deposits  in 
the  account  are  limited  to  $2,000  per  year  for  each  account  holder  and  the 
trust  assets  are  to  be  used  only  for  the  purpose  of  paying  medical,  dental  and 
long  term  care  expenses  of  the  account  holder. 

In  addition  to  these  two  laws,  Colorado  already  has  a  provision  in  their 
state  statute  requiring  that  all  individual  and  group  health  insurance  policies 
offer  optional  home  health  care  and  hospice  benefits  (passed  in  1984). 

CONNECTICUT  (TF  and  Law) 

A  law  was  enacted  this  past  session  which  establishes  minimum  standards 
for  long  term  care  policies  to  distinguish  them  from  Medicare  supplement 
policies.  It  specifies  the  coverage  must  be  for  care  provided  outside  of  acute 
hospital  settings  for  a  period  of  at  least  one  year  and  the  policy  must  have  a 
loss  ratio  of  at  least  55%  for  individual  policies  and  at  least  60%  for  group 
policies.  The  law  (HB  5321/Public  Act  86-49/Laws  1986)  requires  the  Insurance 
Commissioner  to  issue  regulations. 

In  addition,  the   Governor  appointed  a  Commission   on   Public  and   Private 
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Responsibilities  for  Financing  Long  Term  Care  for  the  Elderly  in  June.  Their 
charge  is  to  review  alternatives  for  public  and  private  cooperation  in  efforts 
to  finance  long  term  care  for  the  elderly.  A  range  of  recommendations  will 
deal  with  areas  such  as  consumer  education,  long  term  care  insurance  product 
development,  tax  incentives  for  purchase  of  LTC  insurance,  support  for  inform- 
al caregivers  and  identification  of  data  needs  for  projection  of  future  long 
term  care  utilization.  The  final  report  will  be  published  in  February  or  March 
of  1987.  The  Commission  held  a  hearing  in  Washington,  DC.  on  September  24, 
1986  to  take  testimony  from  national  experts  on  various  aspects  of  financing 
long  term  care  for  the  elderly. 

In  the  area  of  continuing  care  facilities,  a  law  was  enacted  this  year  (HB 
5752/Ch. 86-252/1986  Laws)  which  regulates  the  contracts  between  such  entities 
and  the  residents.  The  law  covers  registration  and  financial  reserves  require- 
ments, disclosure  of  information  to  prospective  residents,  mandatory  terms  and 
conditions  of  the  contract,  and  reserve  escrow  funds.  An  advisory  committee 
will  be  established  to  review  and  monitor  the  adequacy  of  this  statute.  Conn- 
ecticut also  passed  laws  ten  years  ago  requiring  group  health  insurance  policies 
to  provide  coverage  of  home  health  and  hospice  services  (1976  laws). 

DELAWARE  -  No  action  to  date. 

DISTRICT  OF  COLUMBIA  -  No  action  to  date. 

FLORIDA  (TF) 

Last  year,  the  Senate  Select  Committee  on  Aging  looked  into  the  long 
term  care  insurance  issue,  but  decided  that  additional  data  gathering  was 
necessary.  A  concurrent  resolution  was  introduced  in  the  1986  legislative 
session  calling  for  a  study  of  long  term  care  insurance  by  the  Department  of 
Insurance.  Although  ihis  resolution  did  not  pass,  S150.000  from  the  "Regulatory 
Trust  Fund"  was  appropriated  to  the  Department  to  contract  for  a  feasibility 
study  of  the  private  long  term  care  policies.  The  study  will  be  evaluating  the 
projected  need  for  these  policies,  current  benefit  and  pricing  structures,  alter- 
native financing  mechanisms  including  a  possible  premium  subsidy  for  certain 
individuals  and  an  assessment  of  the  need  for  legislative  or  administrative  rule 
changes.  The  request  for  proposal  is  currently  in  process  and  the  Department 
expects  to  receive  the  report  and  develop  recommendations  in  time  for  the 
next  legislative  session  (beginning  April,  1987). 

In  a  related  area,  HB  701/Ch. 86-209,' 1986  Laws,  regulating  continuing  care 
retirement  communities,  was  enacted  this  past  year.  For  the  most  part,  the 
new  law  amends  the  existing  statute  regulating  CCRCs  with  respect  to  the 
addition  of  nursing  home  beds  for  CCRC  residents  (one  bed  for  every  four 
proposed  residential  units  unless  a  need  for  fewer  or  more  beds  is  demon- 
strated) and  requires  that  the  facilities  provide  at  least  360  cumulative  days  of 
nursing  home  care. 

GEORGIA  (TF) 

Senate  Resolution  314  was  adopted  by  the  Georgia  legislature  in  1986 
extending  the  Senate  Private  Long-term  Care  Insurance  Study  Committee 
through  the  end  of  1986  The  Committee,  established  last  year  by  Senate 
Resolution  128/1985  Laws,  had  issued  a  report  last  December  concluding  that 
"at  this  time  no  legislative  package  is  necessary  to  remove  barriers  to  product 
development,  to  promote  product  development  or  to  clarify  policy  provisions 
and  marketing  practices".  The  Committee  did  call  for  greater  state  involve- 
ment   in    educational    efforts   directed    to   senior   citizens    regarding   the   purchase 


of  long  term  care  insurance.  The  Committee  did  not  recommend  mandated  long 
term  care  coverage  by  insurers,  rejected  establishment  of  minimum  coverage 
standards  and  did  not  recommend  any  regulatory  changes  as  present  rules 
appear  to  allow  further  experimentation  by  insurers.  The  Committee  will  con- 
tinue to  monitor  these  issues  and  will  consider  anything  to  help  promote  the 
marketing  and  purchase  of  long  term  care  policies.  Another  report  is  expected 
by  December  15,  1986. 

HAWAII  (TF) 

A  resolution  was  passed  in  1983  authorizing  the  Insurance  Commissioner 
to  study  the  ability  of  private  insurance  policies  to  cover  long  term  care.  In 
the  report  to  the  legislature  in  1984,  it  was  recommended  that  action  be  taken 
to  promote  the  introduction  of  long  term  health  insurance  policies,  but  since 
that  time  no  action  has  been  taken.  Another  resolution  was  introduced  this 
past  year  requesting  a  study  of  LTC  insurance  by  the  Legislative  Reference 
Bureau  including  the  feasibility  of  allowing  a  tax  credit  for  long  term  care 
insurance  premiums,  but  this  failed  to  pass.  A  related  bill  which  would  have 
permitted  such  a  tax  credit  similarly  failed  to  pass. 

IDAHO 

A  bill  was  introduced  during  the  1985  legislative  session  which  would 
have  allowed  a  tax  deduction  for  long  term  care  policy  premiums.  The  bill 
failed  to  pass. 

ILLINOIS  (TF) 

A  task  force  was  created  by  legislative  mandate  in  1985  (HB  306/Public 
Act  84-382/1985  Laws)  called  the  Task  Force  for  the  Study  of  Long-Term  Care 
Insurance  within  the  Department  of  Insurance  to  examine  "a  private  market 
approach  to  the  provision  of  long-term  care  insurance".  The  Task  Force  is 
chaired  by  the  Insurance  Commissioner  and  its  recommendations  are  due  to  the 
Governor  and  General  Assembly  by  December  31,  1986.  However,  recent  contact 
with  the  state  indicated  that  appointments  to  the  Task  Force  were  delayed  and 
an  extension  on  the  reporting  date  will  most  likely  be  sought. 

Illinois  also  has  a  statute,  called  the  "Life  Care  Facilities  Act",  which  was 
amended  in  1985  to  clarify  that  residents  of  these  facilities  are  eligible  for  the 
homestead  exemption  on  property  taxes.  (HB  341/PA  84-1009  of  1985  Laws) 

INDIANA 

Indiana  regulates  continuing  care  retirement  facilities  with  respect  to 
annual  disclosure  statements  for  prospective  residents,  escrow  requirements 
and  the  content  of  contract  agreements. 

IOWA    -  No  action  to  date. 

KANSAS  (TF) 

A  bill  was  introduced  in  the  1986  legislative  session  which  would  have 
mandated  individual  and  group  insurance  policies  to  cover  long  term  care 
services  under  one  of  two  options  (in-home  or  community  facilities).  The  bill 
did  not  pass. 

The  Department  of  Insurance  established  its  own  long  term  care  insurance 
task  force  to  review  the  adequacy  of  current  laws  and  regulations  in  protect- 
ing consumers  and  promoting  product  development. 

A  law  was  also  enacted  in  Kansas  this  last  term  (HB  2251/1986  Laws) 
which    specifies    the    contents    of    the    annual    disclosure    statement    required    of 
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continuing  care  facilities  to  prospective  residents. 

KENTUCKY  (Law) 

SB  273  of  1986  Laws  requires  all  insurers  (commercials,  Blue  Cross, 
HMOs)  offering  individual  and  group  health  insurance  policies  to  develop  a 
long  term  care  insurance  benefit,  effective  July,  1987.  Specific  policy  require- 
ments are  spelled  out  including:  prohibiting  a  prior  hospital  or  nursing  home 
admission  as  a  condition  for  coverage,  covering  at  least  75%  of  the  total  cost 
of  long  term  care,  and  requiring  similar  deductibles  and  coinsurance  features  as 
other  health  insurance  policies.  NAIC  has  called  the  approach  "extremely 
misguided"  as  it  would  force  suppliers  with  no  expertise  in  long  term  care  to 
develop  and  sell  these  policies.  A  1982  law  already  requires  that  health  insur- 
ers offer  a  home  health  benefit. 

LOUISIANA  -  No  action  to  date. 

MAINE  (Law) 

Legislation  was  passed  in  1986  (HB  1582/Ch. 648/1986  Laws)  to  address  the 
problem  of  nursing  home  policies  which  do  not  fall  within  "Medigap"  or  Medi- 
care supplement  insurance  regulations.  To  insure  that  such  policies  meet  man- 
dated loss-ratio  requirements,  insurance  companies  are  required  to  file  new 
rate  information  every  three  years.  The  Insurance  Superintendent  is  also 
granted  authority  to  issue  rules  which  make  companies  selling  nursing  home 
policies  subject  to  the  same  disclosure  and  marketing  requirements  as  those 
required  of  sellers  of  Medicare  policies.  Rules  regarding  terms  of  renewabilit>, 
non-duplication  of  coverage,  benefit  limitations  and  elimination  periods  are  also 
authorized.  In  addition,  Maine  law  (1977)  requires  group  insurers  to  cover  home 
health  services. 

MARYLAND  (Law) 

A  law  was  passed  this  year  (SB  139,  1986  Laws)  which  requires  all  indivi- 
dual and  group  health  insurance  plans  to  offer  the  option  of  covering  benefits 
for  nursing  home  care  and  intermediate  or  custodial  nursing  care  related  to  1) 
Alzheimer's  disease  and/or  2)  other  diseases  among  the  elderly.  Insurers  are 
allowed  to  establish  "reasonable  limits  including  copayment  and  deductible 
provisions  and  maximum  annual  and  lifetime  dollar  limits".  The  law  becomes 
effective  July,  1987.  Maryland  already  requires  group  insurance  policies  to 
cover  home  health  care  (1979  law).  Legislation  was  introduced  in  the  past 
session,  but  was  not  enacted,  which  would  have  required  a  state  contract  with 
an  HMO  to  operate  3  model  social  HMO  Another  bill  which  died  would  have 
required  the  development  of  a  plan  to  encourage  home  equity  conversion  for 
the  purpose  of  purchasing  long-term  health  care  insurance 

One  law  which  did  pass  (HB  II  Ch.705/1986  Laws)  permits  residents  in 
independent  living  units  within  continuing  care  facilities  to  apply  for  home- 
owner's property  tax  credits  and  prohibits  such  credits  to  be  assigned  to  the 
continuing  care  facility.  Maryland  regulates  continuing  care  facilities  pursuant 
to  1985  laws;  one  of  those  la  v«.  s  requires  the  State  Office  on  Aging  to  review 
feasibility  studies  conducted  b>  continuing  care  facilities  to  determine  if  the 
plans  for  extended  care  are  consistent  v.ith  the  state  health  plan,  issue  certif- 
icates of  registration  based  on  compliance  with  financing,  contract  and  disclo- 
sure requirements.  Continuing  care  facilities  are  exempt  from  certificate  of 
need  requirements  a's  long  as  they  meet  certain  conditions 
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MASSACHUSETTS  (TF) 

The  Massachusetts  Division  of  Insurance  contracted  last  year  with  an 
organization  called  Consumer  Health  Advocates  to  conduct  a  study  and  provide 
general  information  about  private  long  term  care  insurance.  Two  reports  arc 
available  as  a  result  of  this  effort  containing  recommendations  regarding  the 
regulation  of  these  policies.  The  recommendations  are  currently  under  dis- 
cussion in  a  series  of  public  hearings  being  held  around  the  state  and  final 
recommendations  will  be  issued  by  January,  1987.  In  addition,  bills  are  still 
pending  which  would  1)  authorize  the  House  Committee  on  Health  Care  to 
investigate  the  need  for  a  special  commission  to  study  issues  related  to  the 
development  of  private  long  term  care  insurance  (H  5933);  and  2)  require 
insurers  to  cover  custodial  or  nursing  home  costs  for  persons  with  Alzheimer's 
disease  (S  1674). 

MICHIGAN 

Bills  are  still  pending  which  would  require  individual  and  group  health 
insurance  policies  to  provide  coverage  of  home  health  care  (HB  4434)  and 
services  not  covered  by  Medigap  policies,  such  as  intermediate  and  custodial 
care  (HB  4082).  Michigan  already  requires  insurers  offer  the  option  to  cover 
hospice  services  (1984  law).  A  statewide  conference  on  private  long  term  care 
insurance  will  be  held  in  November,  1986. 

MINNESOTA  (TF  and  Law) 

A  1985  law  required  a  study  of  the  feasibility  of  a  home  equity  conver- 
sion program  to  finance  long  term  health  care.  A  report  with  recommendations 
were  submitted  in  February,  1986.  It  supported  a)  legislation  to  create  incen- 
tives within  the  Medicaid  program  for  individuals  to  purchase  a  LTC  insurance 
policy  that  meets  standards  established  by  the  state,  b)  development  of  in- 
creased reverse  mortgage  programs,  c)  greater  consumer  education  and  coun- 
seling on  home  equity  conversion  and  LTC  finance,  and  d)  a  continuing  care 
demonstration  project. 

Minnesota  also  passed  a  law  in  1986  (SB  1782/Ch.397/Laws  1986)  which 
for  the  first  time  allows  long  term  care  policies  to  be  sold  in  the  state.  Pre- 
viously, only  qualified  Medicare  supplement  policies  could  be  sold  to  persons 
over  65  covered  by  Medicare.  Now,  long  term  care  policies  sold  to  persons 
over  the  age  of  65  must  cover  nursing  home  care  and  long  term  home  care  as 
specified  in  a  plan  of  care  prescribed  by  a  physician.  Two  types  of  policies  can 
be  sold  which  vary  by  lifetime  benefit  limit,  length  of  prior  hospitalization 
required  and  minimum  indemnity  payments.  Other  policy  requirements  are 
specified  including  certain  copavment  limits,  renewability,  anticipated  loss 
ratios  (65%  for  group  policies  and  60%  for  individual  policies  --  10%  higher 
than  the  NAIC  model  guidelines),  and  disclosure  rules.  According  to  the  NAIC 
Advisory  Committee,  "it  is  extremely  unlikely  that  any  insurer  will  develop  a 
new  and  unique  product"  which  satisfies  all  these  restrictions. The  law  became 
effective  June  1,  1986. 

MISSISSIPPI  -  No  action  to  date. 

MISSOURI  -  No  action  to  date. 

MONTANA  (TF) 

A  Governor's  Health  Care  Cost  Containment  Advisory  Council  identified 
the  need  to  stimulate  private  long  term  care  insurance  as  one  of  its  priority 
areas  and  a  coordinated   public  education  campaign  is  under  discussion.  A   1981 
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law  requires  health  insurers  to  offer  an  optional  benefit  for  home  health  care 

NEBRASKA  (TF) 

LB  647  introduced  in  1985  would  have  required  insurers  to  provide  group 
long  term  care  insurance  policies  and  authorized  the  Department  of  Insurance 
to  adopt  rules  and  regulations  for  these  policies.  The  bill  did  not  pass  this 
term. 

The  Senate  Health  and  Human  Services  Committee  established  an  interim 
study  committee  on  long  term  care.  One  of  this  group's  subcommittees  is 
focusing  on  long  term  care  insurance  and  will  be  holding  a  public  hearing  in 
early  October.  There  may  be  legislation  proposed  as  a  result  of  this  study 
group's  efforts,  according  to  legislative  staff;  if  so  it  is  likely  to  be  limited  to 
fair  marketing  practice  issues. 

NEVADA 

A  1975  law  requires  health  insurers  to  cover  home  health  benefits  and  a 
1983  law  requires  them  to  cover  hospice  benefits. 

NEW  HAMPSHIRE  -  No  action  to  date. 

NEW  JERSEY 

Several  bills  related  to  private  long  term  care  insurance  are  still  pending 
in  the  1986  legislative  session.  AB  1059  would  establish  a  rebate  of  25%  of  the 
annual  policy  premium  for  low  income  persons  (meeting  the  requirements  for 
the  pharmaceutical  assistance  program  for  aged  and  disabled  in  the  state)  who 
purchase  individual  LTC  policies.  AB  2004  would  establish  a  New  Jersey  Long- 
Term  Care  Study  Commission  to  examine  several  issues  related  to  long  term 
care  insurance  (a  similar  bill  failed  to  pass  in  1985).  AB  2005  (and  SB  746  &. 
SB  1449)  would  require  health  service  corporations  (Blue  Cross  &.  Blue  Shield) 
and  commercial  insurers  to  offer  policies  which  cover  at  least  three  years  of  -  a 
nursing  home  stay;  at  least  75%  of  the  daily  indemnity  benefit  could  be  paid  if 
the  insured  chose  to  receive  home  health  care  instead  of  nursing  home  care 
SB  995  would  require  medical  service  corporations  to  cover  at  least  180  home 
health  care  visits  in  a  year  and  at  least  1,095  days  in  a  long  term  health 
facility.  Lastly,  Assembly  Joint  Resolution  63  would  require  the  Department  of 
Health  to  study  and  recommend  a  model  plan  for  a  social/HMO. 

The  New  Jersey  legislature  just  enacted  a  law  regulating  continuing  care 
retirement  facilities  (AB  2432  &  2102yCh.  103/1986  Laws)  patterned  on  the 
Pennsylvania  and  Florida  laws.  Certificates  of  authority  will  be  issued  by  the 
State  Department  of  Community  Affairs  based  on  compliance  with  financial 
reserve,  disclosure  rules  and  other  requirements.  The  Department  of  Health  will 
regulate  the  nursing  home  component  of  CCRCs;  if  the  facility  maintains  a  4:) 
ratio  of  "apartments"  to  nursing  home  beds  they  can  be  exempted  from  certif- 
icate-of-need  requirements. 

NEW  MEXICO  (TF) 

A  1977  law  requires  health  insurers  to  cover  home  health  benefits.  HB  180 
of  1985  Laws  established  a  Long  Term  Care  Commission  which  examined  fi- 
nancing issues  as  part  of  its  study  on  the  long  term  care  system  in  New 
Mexico.  The  report  of  that  commission  was  issued  in  February,  1986  and  rec- 
ommended further  attention  to  mechanisms  to  promote  private  financing  of 
long  term  care.  When  the  commission  disbanded,  the  Statewide  Health  Coordi- 
nating Council  established  a  long  term  care  task  force  to  pursue  these  issues 
That    task    force    is   currently    meeting    to    examine    options    such    as    the    social 


287 


HMO  model,  an  insurance  risk  pool  for  people  who  are  disabled,  individual 
medical  accounts  and  reverse  annuity  mortgages.  The  task  force  may  also 
formulate  some  recommendations  for  a  model  long  term  care  insurance  bill  for 
legislative  consideration  in  1987. 

In  addition,  New  Mexico  regulates  continuing  care  facilities  under  a  1985 
law  (HB  336/Ch.l02)  with  respect  to  disclosure,  contract  and  escrow  require- 
ments. 

NEW  YORK  (Law) 

Laws  passed  in  the  early  to  mid  1970s  require  health  insurers  to  cover 
home  health  care  and  in  1985  a  law  was  passed  which  requires  health  insurers 
to  offer  an  optional  benefit  covering  hospice  services.  Another  law  (date  of 
passage  unknown)  requires  that  health  insurers  make  available  an  optional 
benefit  covering  nursing  home  care.  However,  up  until  now,  no  insurer  has  had 
an  approved  long  term  care  contract  available  to  New  York  residents. 

In  1984,  the  state  established  the  Long  Term  Care  Policy  Coordinating 
Council  which  has  examined  financing  issues  related  to  long  term  care.  Its 
recommendations  are  contained  in  a  September,  1985  report  and  several  ad- 
dressed private  Jong  term  care  insurance.  These  included:  1)  expansion  of  the 
availability  of  home  equity  conversion  through  private  lending  institutions;  2) 
establishment  of  an  advisory  committee  on  LTC  financing  and  insurance  to 
develop  standards  and  guidelines  for  LTC  insurance  policies  and  explore  related 
issues  such  as  possible  state  subsidies,  tax  credits  and  public  education  efforts; 
and  3)  development  of  legislation  to  revise  and  strengthen  current  impediments 
to  divestiture  of  assets,  in  order  to  encourage  the  purchase  of  LTC  insurance 
as  a  means  for  protecting  assets. 

In  1986,  the  New  York  legislature  enacted  a  law  (SB  8341/AB  10442/Ch. 
245/1986  Laws)  which  allows  the  Superintendent  of  Insurance  to  approve  long 
term  care  insurance  policies  under  separate  regulations  from  those  governing 
the  sale  and  content  of  Medicare  supplement  policies.  Previously,  these  policies 
were  governed  by  either  Medigap  regulations  or  regular  group  health  insurance 
regulations.  The  law  was  written  to  allow  the  Superintendent  to  approve  plans 
which  are  regarded  as  "experimental"  with  respect  to  duration  of  the  plan's 
coverage  and  extent  of  exposure  by  the  insurer.  The  law  contains  only  very 
general  guidelines  and  criteria.  One  is  that  the  benefit  structure  must  allow 
for  options  in  the  selection  of  long  term  care  alternatives,  in  keeping  with  the 
legislative  intent  of  the  law  --  "to  encourage  the  development  of  [insurance 
policies  covering]  services  provided  in  residential  health  care  facilities  and 
community-based  settings".  The  implementation  of  this  law  will  most  likely 
occur  through  consideration  of  policy  filings  on  a  case  by  case  basis. 

In  addition,  a  law  was  passed  in  1984  (Ch. 789/1984  Laws)  which  author- 
ized two  types  of  reverse  mortgage  instruments  (to  permit  home  equity  conver- 
sion) but  some  flaws  in  the  legislation  were  noted  including  an  80  year  old  age 
threshold,  a  S30,000  appraisal  limit,  provisions  penalizing  lenders  who  default. 
The  Banking  Committee  had  been  considering  some  legislation  in  1985  to  amend 
the  law,  but  nothing  came  of  it  this  session  to  our  knowledge. 

NORTH  CAROLINA  (TF) 

A  law  was  passed  in  1985  (SB  636/1985  Laws)  which  authorizes  the  Legi- 
slative Research  Commission  to  study  issues  related  to  private  LTC  insurance 
and  make  recommendations  to  expand  its  availability.  An  advisory  committee 
has  met  once  and  will  most  likely  not  have  any  significant  recommendations  to 
make.  The  North  Carolina  Department  of  Insurance  may  be  instituting  a  public 
education    program    to    counsel    the    elderly    in    Medigap   coverage    and    "may   do 
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something  on  LTC  insurance  later". 

North  Carolina  also  exempts  continuing  care  facilities  from  certificate  of 
need  requirements  subject  to  certain  conditions  (HB  133/Ch. 445. 1985  Laws). 

NORTH  DAKOTA  (Law) 

Legislation  enacted  in  1981  requires  any  policy  covering  nursing  home 
care  to  be  guaranteed  renewable  for  life  and  to  provide  benefits  for  a  broadly 
defined  level  of  care  above  the  custodial  care  level. 

A  resolution  was  adopted  in  1985  (SCR  4027/1985  Laws)  which  directs  the 
Legislative  Council  to  study  the  availability,  coverage  and  provision  of  long 
term  care  insurance.  However,  the  Legislative  Council  was  not  able  to  take  up 
the  study  due  to  other  priorities  this  past  year. 

OHIO  -  No  action  to  date. 

OKLAHOMA  -  No  action  to  date. 

OREGON  -  No  action  to  date. 

PENNSYLVANIA 

SB  455/Act  82  of  1984  Laws  defines  and  provides  for  regulation  of  con- 
tinuing care  facilities  including  requirements  to  obtain  a  certificate  of  author- 
ity before  providing  continuing  care  services. 

RHODE  ISLAND 

Only  commercial  insurers  arc  required  to  cover  home  health  care  benefits. 

SOUTH  CAROLINA 

A  bill  was  introduced  in  the  1986  legislature  which  would  have  required 
the  Commission  on  Aging  in  cooperation  with  the  Long  Term  Care  Council  and 
the  Department  of  Insurance  to  develop  a  public  education  program  regarding 
coverage  of  nursing  home  and  long  term  care  services  by  public  and  private 
insurance  programs  as  well  as  the  availability  of  home  equity  conversion  alter- 
natives. It  also  proposed  a  study  of  the  development  of  life  care  communities. 
The  bill  failed  to  pass. 

SOUTH  DAKOTA 

Bills  which  were  introduced  in  the  1986  session,  but  failed  to  pass,  in- 
cluded one  which  would  have  required -disclosure  of  care  levels  actually  cov- 
ered by  nursing  home  insurance  policies  and  another  which  would  have  re- 
quired LTC  policies  to  be  guaranteed  renewable,  prohibited  preexisting  condi- 
tions exclusions  after  a  six  month  period,  and  required  coverage  for  custodial 
care. 

TENNESSEE  -  No  action  to  date. 

TEXAS  (TF) 

SCR  123,  adopted  in  1985,  authorizes  the  Texas  Board  of  Insurance  to 
study  the  feasibility  of  providing  private  long  term  care  insurance  policies.  An 
advisory  group  to  the  study  is  expected  to  urge  a  public  education  campaign 
which  stresses  the  urgency  of  the  need  for  such  insurance  policies  based  on 
demographic  trends.  In  a  somewhat  unique  area  of  exploration,  the  study  is 
making  a  concerted  effort  to  project  future  long  term  care  needs  and  costs  for 
the    Texas    population    using    National    Center    for    Health    Statistics    data    and 
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extrapolating  into  the  future,  while  taking  into  account  non-institutional  care 
in  order  to  place  some  value  on  the  care  provided  by  families.  According  to 
the  staff  director,  the  advisory  group  would  like  to  support  whatever  is  needed 
to  encourage  insurers  to  develop  and  offer  such  policies,  but  they  express 
some  caution  and  feel  the  need  for  some  regulation  based  on  the  abuses  in 
marketing  Medigap  policies.  The  final  report  is  due  in  December,  1986. 

UTAH  -  No  action  to  date. 

VERMONT 

A  1976  law  requires  health  insurers  to  cover  home  health  care. 

VIRGINIA  (TF) 

The  legislature  adopted  a  resolution  this  year  (HJR  87/Adopted  1986) 
requesting  the  Bureau  of  Insurance  and  the  Department  of  Medical  Assistance 
Services  (Medicaid)  to  conduct  a  study  of  private  long  term  care  insurance.  A 
report  is  due  in  January,  1987.  As  part  of  this  study,  a  survey  has  been  sent 
to  the  top  health  insurance  carriers  in  the  state  and  a  telephone  survey  was 
conducted  among  individuals  to  determine  the  interest  and  need  for  long  term 
care  insurance  policies.  Preliminary  data  suggests  "there  is  not  enough  de- 
mand" for  these  policies.  Other  data  gathering  and  demographic  studies  are 
being  conducted  as  well.  Another  resolution  continues  the  Joint  Subcommittee 
Monitoring  Long  Term  Care  and  requests  that  the  group  consider  the  feas- 
ibility, availability  and  affordability  of  insurance  coverage  for  long  term  care 
services  (HJR  Ill/Adopted  1986). 

Virginia  also  passed  a  law  in  1985  (SB  410/Ch.554)  regulating  continuing 
care  facilities.  The  law  primarily  regulates  escrow  and  reserve  requirements, 
disclosure  statement  contents,  and  resident  contract  agreements. 

WASHINGTON  (La*) 

Since  1983.  health  insurance  plans  arc  required  to  make  available  cover- 
age for  home  health  care  and  hospice  services  as  optional  benefits.  In  the 
past,  long  term  care  insurance  policies  have  been  regulated  under  rules  per- 
taining to  disability  insurance.  As  a  result  of  legislation  passed  this  year, 
however,  long  term  care  policies  will  be  subject  to  additional  regulations.  HB 
1462/Ch. 170/1986  Laws  defines  long  term  care  insurance  policies  and  benefit 
contracts,  excludes  continuing  care  retirement  communities  from  this  definition 
and  authorizes  the  Insurance  Commissioner  to  adopt  rules  for  reasonable  bene- 
fits of  these  policies  which  may  include  establishment  of  minimum  loss  ratios. 
Allowable  policy  provisions  and  marketing  practices  are  specified  as  well  in 
areas  dealing  with  prohibiting  use  of  age  as  a  reason  to  terminate  coverage  or 
use  of  new  waiting  periods  for  conversions  to  new  forms  and  restrictions  on 
the  use  of  pre-existing  conditions  for  more  than  one  year  or  differentiation  in 
the  benefits  based  on  type  or  level  of  nursing  home  care  provided. 

WEST  VIRGINIA  (La*) 

The  legislature  enacted  a  law  in  1985  (S  213/1985  Laws)  which  requires 
all  insurers  to  make  available  supplemental  insurance  coverage  by  July,  1986 
for  a  continuum  of  care  services  as  defined  by  an  especially  created  board. 
The  Insurance  Commissioner  is  authorized  to  establish  specific  standards  and 
benefit  coverage  under  such  policies. 
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WISCONSIN  (TF  and  Regulation) 

Since  1975,  health  and  disability  insurance  plans  are  required  to  cover 
skilled  nursing  care  and  home  health  care  (the  latter  since  1978).  As  a  result 
of  marketing  abuses  and  consumer  complaints,  the  Wisconsin  Commissioner  of 
Insurance  issued  a  regulation  in  1981  establishing  minimum  benefit  standards 
for  individual  nursing  home  insurance  policies.  These  standards  required  poli- 
cies to  cover  at  least  one  year  of  coverage,  prohibited  a  prior  hospitalization, 
set  minimum  daily  indemnity  payments  and  could  not  be  limited  to  skilled 
nursing  care.  These  benefit  requirements  were  greater  than  most  insurance 
companies  had  been  offering  at  the  time,  with  the  result  that  nearly  every 
company  withdrew  their  policies  from  the  market. 

Since  then  the  issue  of  paying  for  long  term  care  of  the  elderly  had 
grown  in  importance  causing  the  state  to  reexamine  this  regulation  in  relation- 
ship to  its  desire  to  promote  the  availability  of  private  long  term  care  insur- 
ance. The  Wisconsin  Department  of  Health  and  Social  Services  prepared  a 
report  on  long  term  care  insurance  last  year  (1985)  pursuant  to  a  1983  law 
which  requested  an  examination  of  the  feasibility  and  advisability  of  promoting 
the  inclusion  of  long  term  care  in  private  health  insurance  plans.  That  report 
laid  out  several  options  for  the  state  to  adopt  such  as  allowing  insurers  to 
limit  use  of  skilled  nursing  or  home  health  care,  promotion  of  life-care  con- 
tracts and  home  equity  conversion,  and  subsidizing  group  insurance  premiums 
for  low  income  elderly  at  risk  of  spending  down  to  Medicaid  levels  upon 
institutionalization.  Other  options  discussed  include  a  medical  IRA  trust  fund. 

In  1986,  the  Insurance  Commissioner  proposed  a  rule  change  which  would 
permit  use  of  a  prior  hospitalization  requirement  under  certain  conditions  and 
permit  insurers  to  limit  coverage  to  skilled  and  intermediate  care  and  to 
exclude  benefits  for  custodial  care.  Several  other  policy  specifications  are  also 
amended.  The  proposed  rule  is  currently  under  legislative  review  and  if  adopt- 
ed, will  apply  to  policies  issued  after  January,  1987. 

Meanwhile,  the  Wisconsin  Legislature  adopted  Senate  Joint  Resolution  56 
(1986  Laws)  which  requests  the  Legislative  Council  to  study  the  need  for  long 
term  health  or  custodial  care  insurance  and  the  means  for  encouraging  the  sale 
and  purchase  of  such  insurance.  The  advisory  group  to  the  Legislative  Council 
has  met  just  recently  to  review  the  1985  report  and  take  testimony  from  the 
Insurance  and  Health  &  Social  Services  Departments.  They  expect  to  meet  on  3 
monthly  basis  in  order  to  develop  recommendations  for  legislation  by  December 
31,  1986. 

Wisconsin  also  regulates  continuing  care  facilities  pursuant  to  legislation 
passed  in  1984  (AB  756/Act  358  of  1983  Laws)  with  respect  to  applications  for 
a  perrnit  to  operate,  annual  financial  disclosure  statements  and  contract  provi- 
sions. 

WYOMING  -  No  action  to  date. 
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OVERVIEW 

Regulation  and  promotion  of  long-term  care  insurance  by  state  govern- 
ments is  undergoing  rapid  change.  A  few  years  ago,  only  a  handful  of  states 
had  identifiable  laws  governing  the  sale  of  nursing  home  insurance  policies. 
Now,  at  least  26  states  have  statutes  that  1)  regulate  long-term  care  policies, 
2)  provide  incentives  for  the  marketing  and  purchase  of  such  policies,  or  3) 
establish  a  task  force  or  mandate  a  study  to  help  advise  on  future  directions 
for  the  financing  of  long-term  care. 

A  previous  IHPP  publication  summarized  state  activities  -  including 
legislation,  regulations,  and  other  developments  -  concerning  private  long-term 
care  insurance  over  the  period  from  1984  to  1986.  x  This  paper  provides  an 
update  of  developments  during  the  first  half  of  1987.  In  general,  it  indicates  a 
continuing  interest  and  a  good  deal  of  activity  at  the  state  level  on  long-term 
care  insurance.  At  the  same  time,  it  detects  some  caution  on  the  states'  part 
about  moving  too  rapidly  in  providing  incentives  for  the  purchase  of  long- 
term  care  insurance.  This  is  probably  due  to  the  need  for  greater  knowledge 
about  the  costs  to  the  state  of  premiums  subsidies,  income  tax  breaks,  or 
changes  in  Medicaid  eligibility  that  might  encourage  people  to  buy  long-term 
care  insurance.  The  strong  potential  for  changes  in  Medicare  coverage  that 
could  result  from  a  new  federal  catastrophic  insurance  program  and  expanded 
nursing  home  or  home  health  care  benefits  under  Medicare  could  also  be 
moderating  the  push  for  more  state  action. 

State  activities  fall  into  five  major  areas:  1)  passage  of  the  NAIC  model 
act  for  the  regulation  of  long-term  care  insurance,  2)  promulgation  of  rules  to 
guide   the  regulation   and  approval  of  long-term  care  insurance   policies, 


1  Lipson,  Debra  J.,  "State  Legislation  and  Regulations  Related  to  Long- 
Term  Care  Insurance",  Focus  On...,  Intergovernmental  Health  Policy  Project, 
No.  15,  February,  1987. 
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3)  publication  of  major  state  studies  or  reports  on  long-term  care  financing 
strategies,  4)  recommendations  to  change  Medicaid  eligibility  rules  to  provide 
incentives  to  purchase  long-term  care  insurance,  and  5)  proposals  for  additional 
legislative  initiatives  in  this  area.  Not  summarized  in  this  report,  but  worthy 
of  mention,  is  the  fact  that  at  least  four  additional  states  -  Arkansas,  North 
Carolina,  Rhode  Island  and  Texas  -  have  enacted  statutes  governing  the 
regulation  of  continuing  care  retirement  communities.  The  actions  included  in 
the  overview  are  explained  in  greater  detail  in  the  state-by-state  descriptions 
that  follow. 

NAIC  Model  Act  -  The  area  of  greatest  state  activity  during  the  first 
half  of  1987  was  consideration,  and  in  most  cases,  adoption  of  the  model  act 
developed  by  the  National  Association  of  Insurance  Commissioners  (NAIC)  to 
regulate  long-term  care  insurance  policies.  2  Ten  states  have  adopted  the  law 
this  year:  Arizona,  Hawaii,  Indiana,  Iowa,  Kansas,  Nebraska,  North  Carolina, 
North  Dakota,  Oklahoma,  and  Virginia.  The  only  state  to  propose  the  act 
without  approving  it  was  South  Carolina,  where  the  bill  was  introduced  too 
late  in  the  legislative  term  to  resolve  some  differences  between  interested 
parties.  The  bill  will  be  carried  over  for  consideration  next  year.  Pennsylvania, 
with  a  year-long  legislative  session,  is  still  considering  the  NAIC  model  act. 

The  model  act,  adopted  by  the  NAIC  last  December,  has  already  under- 
gone revision.  Some  of  the  more  significant  changes  adopted  at  the  June,  1987 
meeting  of  the  NAIC  include:  1)  prohibiting  coverage  for  skilled  nursing  care 
only  or  coverage  that  provides  significantly  more  skilled  care  in  a  facility  than 
for  lower  levels  of  care,  and  2)  changing  the  limitation  periods  for  preexisting 
conditions  to  a  uniform  six  months,  with  no  distinction  based  on  age  (versus 
the  original  act's  allowance  for  six  months  for  those  over  age  65,  but  24 
months  for  those  under  age  65).  The  second  change  was  adopted  "in  exchange" 
for  the  removal  of  preexisting  condition  restrictions  for  long-term  care 
insurance  sold  as  group  employment  benefit  policies.  With  these  later  develop- 
ments, some  of  the  states  that  adopted  the  first  version  of  the  act  may  be 
reviewing  the  changes  to  determine  if  amendments  to  their  laws  are  warranted 
or  whether  such  changes  can  be  incorporated  into  rules  and  regulations. 

Some  states  that  had  already  enacted  long-term  care  insurance  laws  in 
previous  years  have  amended  them.  The  1987  laws  appear  to  be  attempts  to 
clarify  or  resolve  some  differences  in  interpretation  over  common  policy 
requirements,  such  as  conditioning  coverage  on  a  prior  hospitalization  (Minne- 
sota) or  mandating  that  the  policy  be  guaranteed  renewable  (North  Dakota). 
In  addition,  Oregon  (following  Wisconsin's  lead)  passed  a  law  requiring  insurers 
to  offer  at  least  one  policy  that  does  not  have  a  prior  hospitalization  require- 
ment. 

Significant  regulatory  developments  -  A  Kentucky  law  passed  last  year, 
requiring  all  insurers  to  make  available  a  long-term  care  policy  meeting  the 
statute's  specifications,  has  been  the  focus  of  great  controversy  between  the 
state  and  the  insurance  industry.  Despite  threats  by  insurance  companies  to 
pull    their    business    from    the    state    and    statements    by    the    Health    Insurance 


2  The  Long-Term  Care  Insurance  Model  Act  and  the  proposed  model  rule 
are  available  from  the  Model  Regulation  Service,  NAIC,  1125  Grand  Ave,  Suite 
12900,  Kansas  City,  MO  64106,  (816)  842-3600. 


293 


Association  of  America  that  it  intends  to  push  for  the  law's  repeal  next  year, 
most  companies  have  been  filing  policies  to  comply  with  the  July  1,  1987 
effective  date.  Rules  establishing  minimum  benefits  and  mandating  policy 
features  were  issued  in  final  form  in  February,  1987. 

Regulations  guiding  the  review  and  approval  of  private  long-term  care  in- 
surance policies  are  under  development  in  several  other  states  as  well.  Some  of 
the  proposed  rules  have  been  written  to  implement  specific  long-term  care 
insurance  laws  enacted  last  year.  Other  states  have  broad  statutory  authority 
to  issue  rules  and  regulations,  and  are  looking  at  the  new  NAIC  model  rules 
for  guidance  in  this  effort.  States  in  which  rules  are  currently  in  progress 
include  Connecticut,  Massachusetts,  Nebraska,  Oklahoma,  Texas,  Utah,  and 
Washington. 

Major  State  Reports  Issued  -  Numerous  states  task  forces  or  commissions 
have  issued  reports  and  studies  of  long-term  care  financing  issues  facing  their 
state.  Three  new,  impressive  studies  were  released  in  the  first  part  of  this 
year.  In  Connecticut,  the  final  report  of  the  Governor's  Commission  on  Private 
and  Public  Responsibilities  for  Financing  Long  Term  Care  for  the  Elderly, 
entitled  "How  Will  We  Pay?",  was  issued  in  June.  It  was  accompanied  by  a 
press  release  delineating  the  Governor's  immediate  delegation  of  tasks  to  nine 
state  agency  directors  with  responsibility  for  meeting  the  long-term  health 
care  needs  of  the  elderly.  In  Massachusetts,  the  Special  Commission  on  Elderly 
Health  Care  issued  a  major  report,  called  "Beyond  Chaos  and  Catastrophic 
Costs",  which  outlines  a  long-term  plan  for  restructuring  the  financing  and 
delivery  systems  for  long-term  care  in  the  1990's. 

The  Texas  State  Board  of  Insurance  also  released  its  report  "The  Long- 
Term  Care  Dilemma:  What  Can  Be  Done  About  It?".  The  report  projects  that  by 
the  year  2030,  one  of  every  16  Texans,  or  over  2  million  people,  will  need 
long-term  care,  requiring  an  expansion  of  as  much  as  350%  in  skilled  care 
facility  capacity.  All  long-term  care  services  will  cost  a  "staggering  total  of 
$62.5  billion",  the  report  estimates.  In  addition,  the  Wisconsin  Legislative 
Council  issued  a  report  on  long-term  care  insurance  that  summarized  its  study 
of  the  issue  and  contained  a  package  of  six  bills  to  address  the  problem.  A 
major  report  from  California  is  expected  in  the  next  month  or  so. 

Medicaid  Eligibility  Changes  as  Incentives  to  Purchase  Long-term  Care 
Insurance  -  A  new  strategy  was  officially  added  this  year  to  those  actions 
states  might  initiate  to  encourage  their  citizens  to  purchase  private  long-term 
care  insurance.  Until  now,  many  states  have  considered  giving  tax  breaks  to 
purchasers  of  long-term  care  insurance,  but  only  Colorado  has  done  so.  Under 
the  new  approach,  adopted  by  the  Indiana  legislature,  elderly  citizens  needing 
long-term  care  could  qualify  for  Medicaid  without  having  to  exhaust  all  their 
resources  if  they  have  purchased  an  eligible  long-term  care  insurance  policy. 
However,  the  new  law's  implementation  is  contingent  upon  federal  participation 
in  the  experiment  through  a  waiver  of  Medicaid  rules.  If  the  state's  waiver 
application  is  approved,  the  program  would  go  into  effect  in  July,  1989. 

Both  the  Connecticut  and  Massachusetts  reports  recommended  this  type  of 
approach  while  one  of  the  pending  Wisconsin  bills  would  mandate  the  design  of 
such  a  program.  Some  of  the  proposals  would  authorize  state  subsidies  to  help 
low-income  seniors  purchase  private  long-term  care  insurance  as  well.  The 
Robert  Wood  Johnson  Foundation  recently  provided  funds  to  Connecticut  and 
Massachusetts  to  support  planning  efforts  focusing  on  public-private  partner- 
ships in  long-term  care  financing.  The  Foundation  may  be  funding  similar 
projects  in  other  states  in  the  future. 
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Pending  Legislation  -  While  the  majority  of  state  legislatures  have 
adjourned  for  1987,  several  in  more  populous  states  remain  in  session.  The  bills 
pending  in  some  of  those  states,  if  they  became  law,  would  widen  the  diversity 
of  state  approaches  to  long-term  care  financing  strategies.  For  example,  bills 
permitting  tax  credits  or  deductions  for  purchasers  of  long-term  care  insurance 
are  pending  in  California  and  New  York;  changes  in  Medicaid  eligibility  rules 
and  reverse  mortgage  loan  requirements  are  under  consideration  in  Massachu- 
setts. Ohio  might  join  Colorado  in  authorizing  tax-exempt  status  for  individual 
medical  accounts.  Bills  in  Michigan  would  mandate  coverage  of  long-term  care 
for  persons  with  Alzheimer's  disease  or  related  disorders.  Last,  but  by  no 
means  least,  prospects  for  a  comprehensive  approach  to  long-term  care 
financing  in  Wisconsin  are  quite  good.  Five  of  six  bills  introduced  on  this  issue 
(see  descriptions  under  the  Wisconsin  entry  of  this  report)  were  incorporated 
into  the  budget  bill  that  passed  both  houses  in  July.  The  Governor  is  expected 
to  take  final  action  on  that  bill  by  mid-August.  If  it  become  law,  Wisconsin 
will  become  the  second  state,  after  Alaska,  to  offer  state  employees  a  long- 
term  care  insurance  policy  option. 


STATE  LONG-TERM  CARE  INSURANCE  DEVELOPMENTS 
JANUARY-JUNE,  1987 

Arizona 

Senate  Bill  1093,  Chapter  179,  1987  Laws  -  This  law  follows  all  the  provi- 
sions regulating  the  sales  and  marketing  of  long-term  care  insurance  policies  in 
the  NAIC  model  law  adopted  last  December.  It  permits  the  Insurance  Com- 
missioner to  adopt  reasonable  rules  for  1)  specific  standards  for  policy 
provisions  and  2)  loss  ratio  standards,  provided  the  regulation  makes  specific 
reference  to  long-term  care  insurance  policies.  It  applies  to  all  policies  issued 
after  August  17,  1987.  Another  bill  that  would  have  permitted  a  tax  deduction 
for  long-term  care  insurance  premiums  did  not  pass  due  to  concern  about  loss 
of  tax  revenues. 

Senate  Bill  1418,  Chapter  332,  1987  Laws  -  As  part  of  a  comprehensive  bill 
creating  the  Arizona  long-term  care  system,  a  select  committee  on  funding 
systems  for  long-term  care  was  established  to  develop  models  for  1)  alternative 
funding  systems  for  long-term  care  which  would  qualify  for  federal  demonstra- 
tion waivers  under  Medicare  or  Medicaid  and  2)  the  integration  and  effective 
management  of  monies  for  the  Arizona  long-term  care  system  with  those 
received  from  federal  Older  Americans  Act,  Social  Services  Block  Grant,  state 
supplemental  payments  and  other  programs.  A  report  with  recommendations  on 
the  implementation  of  the  model  is  due  by  January  15,  1988. 

California 

An  Insurance  Department  study  on  the  feasibility  of  public  or  private 
insurance  policies  covering  home  health  care,  in-home  support  services  and 
other  non-traditional  long-term  care  services  is  due  to  be  issued  in  August  or 
September,  1987.  It  must  be  approved  by  the  Governor's  office  before  submittal 
to  the  legislature.  In  addition,  the  Health  and  Welfare  Agency,  with  the  advise 
and  cooperation  of  several  other  state  departments,  is  conducting  a  broad 
review  of  long-term  care  financing  options;  that  report  is  not  due  until 
September,  1988.  In  the  meantime,  a  number  of  bills  are  still  pending  and 
moving  through  one  or  both  houses.  Bills  can  be  carried  over  into  the  next 
legislative  session  if  not  enacted  before  the  end  of  September  when  this 
session  is  expected  to  close.  These  include: 
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Senate  Bill  658  -  Allows  a  tax  deduction  for  the  total  premium  expenses  paid 
by  taxpayers  for  the  purchase  of  a  qualifying  long-term  care  insurance  policy. 

Senate  Bill  1166  -  Requires  that,  except  for  preexisting  conditions,  every 
health  insurer  offering  individual  or  group  policies,  including  self-insured 
benefit  plans  offering  group  coverage,  that  cover  long-term  care  facility 
services  or  home-based  care  shall  not  exclude  persons  diagnosed  as  having 
significant  destruction  of  brain  tissue,  including  Alzheimer's  disease. 

Assembly  Bill  159  -  Permits  a  deduction  up  to  $2,000  for  the  costs  paid  by 
taxpayers  for  nonmedical  respite  services  and  personal  care  services. 

Assembly  Bill  1062  -  Expands  the  policy  disclosure  requirements  in  Medicare 
supplement  policies  to  require  those  that  do  not  cover  custodial  care  in  a 
skilled  nursing  facility,  dental  care,  eye  glasses,  prescription  drugs  or  hearing 
aids  to  state  these  facts  on  the  front  page. 

Assembly  Bill  1227  -  Allows  a  tax  credit,  until  January  1,  1995,  of  50%  of 
the  total  premium  expenses,  not  to  exceed  $600,  for  the  purchase  of  a  long- 
term  care  insurance  policy  and  requires  a  study  on  the  impact  of  this  strategy 
as  an  incentive  in  purchasing  such  policies. 

Assembly  Bill  2100  -  Requires  all  insurers  who  offer  Medigap  policies  to 
develop  a  long-term  care  policy  by  January,  1989  and  to  offer  such  coverage 
to  all  policyholders  by  January,  1990.  Two  types  of  policies  with  different 
types  of  minimum  benefit  packages  and  maximum  lifetime  benefit  limits  must  be 
offered.  For  instance,  one  may  allow  a  three-day  prior  hospitalization  require- 
ment as  a  condition  of  benefits  and  another  may  only  require  one  day.  An- 
ticipated loss  ratios  for  either  type  of  policy  are  specified  -  65%  for  group 
policies  and  60%  for  individual  policies.  By  January,  1990,  such  policies  are 
mandated  to  cover  long-term  care  to  those  between  the  ages  of  64  and  66. 
This  bill  will  be  held  over  to  the  next  legislative  session;  some  observers 
predict  it  will  be  significantly  altered. 

Connecticut 

Regulations  applicable  to  the  long-term  care  insurance  law  passed  last  year 
were  published  in  their  proposed  form  in  February,  1987  but  to  date  have  not 
been  issued  in  final  form. 

Senate  Bill  874,  Public  Act  356,  1987  Laws  -  A  law  establishing  the  Connect- 
icut Medicare  Assignment  Program  (which  sets  target  levels  for  participation  of 
physicians  in  the  Medicare  assignment  program  and  for  assigned  claims  among 
beneficiaries  with  less  than  specified  income  levels),  contains  one  section 
creating  a  Task  Force  to  develop  a  Medicare  Supplementary  Catastrophic 
Health  Coverage  Plan.  The  plan  must  be  designed  to  pay  any  Medicare  copay- 
ments  and  deductibles  for  people  over  age  65  or  the  disabled  and  "provide 
coverage  in  excess  of  the  maximum  benefits  provided  by  Medicare".  A  separate 
plan  must  be  developed  to  provide  catastrophic  health  coverage  for  people 
under  age  65. 

In  developing  these  plans,  the  Task  Force  must  examine,  among  other  fac- 
tors, appropriate  income  and  asset  limits  for  participants  and  the  recommenda- 
tions of  the  Governor's  Commission  on  Private  and  Public  Responsibilities  for 
Financing  Long-Term  Care  for  the  Elderly.  The  Commission  released  its  final 
report  in  June,  1987.  Its  major  recommendations  included: 

1)  Encourage  expansion  of  private  long-term  financing  options  such  as 
insurance/risk-pooling  options  (e.g.,  Medicaid  incentives  to  encourage  individual 
financial  planning,  employer-sponsorship  of  long-term  care  insurance,  state 
sponsorship  of  long-term  care  insurance  to  state  employees,  private  sector 
risk-pooling  financing  products  such  as  life  insurance,  pensions,  prepaid 
managed  care,  etc.),  modifications  to  the  home  equity  conversion  program,  and 
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innovative  financing  and  delivery  models. 

2)  Expansion  of  home  and  community-based  care  through  increased  provider 
capacity  (professionals  and  facilities),  greater  availability  of  pre-screening 
services  to  nursing  home  applicants,  coordination  of  eligibility  tests  among 
public  programs,  testing  of  a  volunteer  service  credit  program,  inclusion  of 
adult  day  health  care  as  a  covered  Medicaid  benefit,  and  flexible  employment 
policies  to  enable  workers  to  care  for  older  relatives. 

3)  Expansion  of  state-sponsored  public  education  programs  on  long-term  care 
financing  options  in  cooperation  with  employers  and  the  private  insurance 
industry. 

Other  recommendations  related  to  improved  data  on  long-term  care  service 
utilization,  long-range  strategies  designed  to  moderate  the  increase  in  demand 
for  long-term  care,  and  enlistment  of  federal  support  for  state  and  private 
initiatives. 

In  conjunction  with  the  release  of  the  report,  the  Governor  announced 
that  he  has  delegated  responsibilities  to  nine  state  commissioners  or  directors 
of  state  agencies  to  meet  the  needs  of  the  elderly  for  long-term  health  care. 
For  example,  he  requested  the  Administrative  Services  Commissioner  to  begin 
developing  a  plan  to  make  long-term  health  care  insurance  available  to  state 
employees  who  wish  to  purchase  it,  called  on  the  Connecticut  Housing  Finance 
Authority  to  explore  ways  to  make  the  state's  home  equity  conversion  pro- 
grams more  flexible,  requested  the  Income  Maintenance  Commissioner  (in 
charge  of  Medicaid)  to  make  adult  day  care  reimburseable  under  Medicaid  and 
exclude  home  equity  conversion  proceeds  as  income  under  Medicaid. 

Florida 

Senate  Bill  359,  Chapter  87-371,  1987  Laws  -  This  law  requires  the  Depart- 
ment of  Health  and  Rehabilitative  Services  to  conduct  a  comprehensive  long- 
term  care  financing  study.  The  study  will  determine  gaps  in  service  provision 
and  recommend  methods  of  financing  those  services.  It  will  project  future  need 
for  long-term  care  by  those  who  are  not  presently  eligible  for  financial 
assistance,  the  extent  of  asset  depletion  that  ultimately  enables  a  person  to  be 
eligible  for  the  Medicaid  program,  and  the  effect  of  asset  depletion  on  the 
income  of  the  remaining  spouse  or  family.  A  report  with  findings  and  recom- 
mendations is  due  to  the  legislature  by  March  1,  1988. 

Hawaii 

Senate  Bill  545,  Act  253,  1987  Laws  -  The  law  follows  all  of  the  NAIC  model 
act's  major  provisions.  One  minor  exception  is  that  the  bill  requires  a  30  day 
"free-look,  right  to  return"  for  all  purchasers  rather  than  only  10  days  for 
individual  policyholders  as  suggested  in  the  NAIC  model  act.  In  the  section 
dealing  with  prior  institutionalization,  the  bill  also  states  that  "Policies  for 
long-term  care  insurance  may,  but  need  not,  predicate  provision  of  benefits 
upon  prior  institutionalization".  In  addition,  it  states  that  nothing  shall  limit  or 
restrict  the  sale  or  offering  for  sale  of  insurance  which  provides  long-term 
care  benefits  in  noninstitutional  settings,  including  a  private  residence. 

Senate  Resolution  54,  1987  Laws  -  Requests  and  urges  Hawaii's  Congressional 
delegation  to  support  federal  legislation  that  would  establish  long-term  care 
and  catastrophic  illness  insurance  protection  for  senior  citizens. 

House  Resolution  198,  1987  Laws  -  Urges  the  U.S.  Congress  to  resolve  the 
issue  of  escalating  health  care  costs  by  establishing  a  comprehensive  national 
health  insurance  program  which  would  make  proper  health  care  available  to 
and  affordable  for  all  American  citizens,  especially  in  the  critical  areas  of 
AIDS  care,  indigent  care  and  long-term  care  for  the  elderly. 
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Other  bills  introduced  this  session  deal  with  tax  deductions  or  credits  for 
the  purchase  of  long-term  care  insurance  and  with  individual  medical  accounts. 
Though  they  did  not  pass,  they  are  technically  carried  over  to  the  legislative 
session  next  year. 

Illinois 

Senate  Bill  293  -  Directs  the  Insurance  Director  to  issue  rules  requiring  fair 
disclosure  and  distribution  of  a  "Consumer  Limitation  Guide"  to  accompany  all 
accident  and  health  insurance  policies  stating  their  coverage  of  1)  Medicare 
supplement  health  services  and  2)  long-term  health  care  beyond  Medicare- 
financed  services  such  as  skilled,  intermediate,  shelter  and  custodial  care  as 
related  to  long-term  chronic  illness  or  disease.  Still  pending. 

Senate  Bill  4  and  House  Bill  634  -  Would  require  all  health  insurance  policies 
to  include  coverage  for  the  care  and  treatment  of  Alzheimer's  disease, 
including  coverage  of  hospital,  nursing  and  medical  expenses.  Such  policies 
must  also  include  disability  income  protection  for  the  insured.  Still  pending. 

Indiana 

Senate  Bill  106,  Public  Law  275,  1987  Laws  -  The  Indiana  law  follows  the 
NAIC  model  act  closely.  Rules  adopted  regarding  policy  standards  are  permitted 
as  long  as  they  "recognize  the  unique,  developing  experimental  nature  of  long- 
term  care  insurance  and  where  necessary  or  appropriate,  recognize  the 
distinctions  between  group  and  individual  insurance  policies.  Loss  ratio 
standards,  if  adopted,  must  "exclusively  concern  long-term  care  insurance".  In 
reference  to  preexisting  condition  exclusion  clauses,  the  law  permits  exclusions 
for  conditions  in  the  preceding  12  months  for  individuals  age  65  and  over 
rather  than  the  6  month  exclusion  in  the  model  law. 

Senate  Bill  107,  Public  Law  154,  1987  Laws  -  Establishes  a  long-term  care 
program  to  1)  provide  incentives  for  individuals  to  insure  against  the  costs  of 
providing  for  their  long-term  care  needs,  2)  provide  a  mechanism  for  in- 
dividuals to  qualify  for  coverage  under  Medicaid  without  first  being  required  to 
substantially  exhaust  all  their  resources,  3)  assist  certain  low-income  in- 
dividuals in  the  payment  of  premiums  for  the  purchase  of  long-term  care  in- 
surance, 4)  provide  counseling  services  to  individuals  in  planning  for  their 
long-term  care  needs,  and  5)  alleviate  the  financial  burden  on  the  state's 
Medicaid  program  by  encouraging  the  pursuit  of  private  initiatives. 

The  state  intends  to  accomplish  these  objectives  by  permitting  individuals 
age  65  or  older  to  participate  in  the  program.  They  would  be  given  a  choice  of 
several  options  for  coverage  of  long-term  care  services;  for  those  financially 
unable  to  do  so,  the  state  may  pay,  in  whole  or  in  part,  the  premiums  for 
private  long-term  care  insurance.  Those  who  enroll  in  Parts  A  and  B  of 
Medicare  and  purchase  a  Medicare  supplement  policy  as  well  as  a  long-term 
care  insurance  policy  (which  must  cover  at  least  12  consecutive  months  of 
care),  would  be  eligible  for  Medicaid  coverage  of  any  long-term  care  not 
covered  by  these  plans.  They  would  not  have  to  "meet  any  other  resource  and 
eligibility  standard  for  individuals  who  do  not  participate  in  the  Indiana  long- 
term  care  program"  if  a  Medicaid  waiver  from  the  U.S.  Department  of  Health 
and  Human  Services  is  granted.  The  waiver  application  must  be  submitted  by 
January  1,  1988.  Between  July,  1987  and  December,  1988  the  state  budget 
agency  is  mandated  to  study  the  feasibility  of  providing  subsidies  for  the  long- 
term  care  premiums  for  individuals  meeting  financial  eligibility  requirements  to 
be  determined  by  the  state  public  welfare  department. 
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Iowa 

Senate  Bill  276,  1987  Law.  -  This  law,  signed  by  the  Governor  on  May  15, 
1987,  adds  a  new  chapter  to  the  insurance  code  to  provide  standards  and 
procedures  for  the  regulation  of  long-term  care  insurance.  The  law  is  closely 
patterned  on  the  NAIC  model  act.  The  only  point  of  discussion  in  the  bill's 
passage  was  the  prior  institutionalization  requirement.  The  bill  specifies  that 
policies  providing  benefits  following  institutionalization  are  not  allowed  to 
condition  the  benefits  upon  admission  within  less  than  30  days  after  discharge 
(as  stated  in  the  NAIC  model  act).  A  House  amendment  to  the  bill  would  have 
prohibited  a  prior  institutionalization  clause  as  a  condition  of  coverage,  though 
admission  could  be  conditioned  upon  the  recommendation  of  a  physician.  The 
amendment  did  not  pass.  Another  House  bill,  HF  598,  would  also  have  prohib- 
ited elimination  periods.  That  bill  did  not  clear  subcommittee  approval, 
although  under  Iowa's  carry-over  rules,  it  could  be  reconsidered  in  next 
session. 

Kansas 

Senate  Bill  132,  1987  Laws  -  The  Kansas  law  contains  few  modifications  to 
the  NAIC  model  act.  Exceptions  are  that  it  requires  regulations  to  be  issued  by 
the  Commissioner  that  1)  recognize  the  unique  and  developing  and  experimental 
nature  of  long-term  care  insurance,  2)  recognize  the  appropriate  distinctions 
necessary  between  group  and  individual  policies  and  3)  contain  specific 
reference  to  long-term  care  policies  in  loss-ratio  standards  that  may  be 
adopted.  The  law  also  prohibits  long-term  care  polices  from  requiring  any  prior 
institutionalization  as  a  condition  precedent  to  the  payment  of  benefits.  This 
provision  was  based  on  the  recommendations  of  an  Ad  Hoc  Committee  on 
Long-Term  Care  in  the  Insurance  Commissioner's  office,  which  met  during  the 
last  year.  The  Insurance  Department's  legislative  proposal  explained  that 
"residential  or  custodial  type  care  is  a  very  significant,  perhaps  the  most 
significant,  concern  of  senior  citizens  and  the  definition  [of  long-term  care] 
has  been  purposely  drafted  in  a  way  that  will  permit  long-term  care  insurance 
products  to  meet  this  need".  Effective  January  1,  1988. 

Kentucky 

Kentucky  Administrative  Register,  February  1,  1987  Regulations  were  issued 
establishing  guidelines  for  the  implementation  of  a  law  passed  in  1986  (S.B. 
273,  Chapter  409  which  became  KRS  Chapter  304.32).  That  law  requires 
individual  and  group  insurers  and  HMOs  to  make  available  long-term  health 
care  insurance.  The  regulations  provide  that  policies  do  not  have  to  cover 
treatment  provided  in  the  patient's  home,  only  treatment  in  a  licensed  skilled 
or  intermediate  long-term  health  care  facility..  The  rules  set  forth  anticipated 
loss-ratios  "at  least  as  great  as  50  percent"  for  individual  policies.  Preexisting 
condition  clauses  must  meet  the  NAIC  definition  and  the  limitation  periods  are 
also  the  same  as  the  NAIC  model  act  (six  months  preceding  coverage  for  over 
age  65  years,  24  months  for  those  under  age  65).  Insurance  coverage  may  be 
conditioned  upon  an  insurer's  preadmission  screening  requirements.  (Note: 
Although  Kentucky  passed  a  law  in  1986  mandating  preadmission  screening  for 
all  nursing  home  applicants,  regardless  of  payment  source,  the  rules  do  not 
provide  for  any  coordination  between  this  new  system  and  an  insurer's 
preadmission  screening  requirements.) 

As  stated  in  the  law,  the  policies  must  pay  at  least  75%  of  the  total  cost  of 
covered  long-term  health  care  after  any  deductibles  required  by  the  policy.  The 
rules  further  allow  insurers  to  impose  their  own  deductibles  in  addition  to  the 
sixty    day    waiting    period    from    the    time    of   entry    into    the    nursing    home    as 
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permitted  by  the  law.  Long-term  policies  may  not  require  prior  confinement  in 
a  hospital  or  skilled  nursing  facility  as  a  condition  to  coverage  for  care  in  an 
intermediate  care  facility,  but  may  do  so  for  care  any  other  long-term  care 
facility. 

Massachusetts 

The  final  report  of  the  Special  Commission  on  Elderly  Health  Care,  es- 
tablished by  the  legislature  in  1984,  was  released  in  April,  1987.  The  report 
documents  the  findings  and  puts  forth  recommendations  in  areas  related  to 
financing,  coordination  of  care,  data  and  public  education  on  long-term  health 
care.  Specifically,  the  Commission's  financing  recommendations  include: 

1)  developing  a  financing  mechanism  for  long-term  care  that  offers  citizens 
a  reasonable  and  affordable  means  of  protecting  against  the  catastrophic  costs 
of  long-term  care, 

2)  waiving  the  Medicaid  asset  test  to  elderly  residents  who  purchase  long- 
term  care  insurance  coverage;  and  considering  tightening  Medicaid  eligibility 
for  those  who  choose  not  to  participate  in  a  long-term  care  insurance  plan, 

3)  investigating  tax  incentives  and  other  incentives  to  encourage  continued 
family  participation  in  the  long-term  care  of  relatives, 

4)  promoting  the  availability  of  home  equity  conversion  financing  instruments 
to  enable  the  elderly  to  purchase  long-term  care  coverage,  and 

5)  promoting  the  development  of  "prepaid  options"  for  those  under  65  to 
begin  to  insure  for  their  long-term  care. 

The  report  also  contained  recommendations  related  to  coordination  of  care, 
development  of  an  integrated  database  on  long-term  care  needs  and  service 
utilization,  and  public  education. 

The  Commission  sought  and  is  likely  to  receive  funds  in  next  year's  budget 
to  carry  out  a  workplan  that  involves  design  of  the  database,  modeling  the 
costs  of  a  state  long-term  care  insurance  plan  and  a  private  insurance 
proposal,  as  well  as  an  educational  program.  Furthermore,  the  Governor  has 
agreed  to  play  host  to  the  recommended  Interdepartmental  Long  Term  Care 
Council,  which  will  coordinate  and  prepare  annual  long-term  care  budget  and 
policy  initiatives.  Proposed  regulations  are  under  development  by  the  Insurance 
Department,  to  be  issued  in  the  next  few  months. 

Several  bills  related  to  long-term  care  insurance  are  also  pending  in  the 
Massachusetts  legislature. 

House  Bill  5610  -  Recommends  increasing  the  scope  of  the  Special  Com- 
mission on  Elderly  Health  Care  to  study  the  development  of  private  long-term 
care  insurance  and  the  establishment  of  a  reasonable  relationship  between  the 
value  of  a  transfer  of  assets  and  the  duration  of  ineligibility  for  Medicaid. 

House  Bill  5059  -  Would  protect  up  to  80%  of  an  individual's  assets  up  to 
$300,000,  including  current  income,  from  being  considered  by  Medicaid  as 
available  to  apply  toward  the  cost  of  nursing  home  care  or  catastrophic  illness 
for  individuals  65  and  over. 

House  Bill  3168  -  Disregards  all  reverse  mortgage  loan  proceeds  for  elderly 
homeowners  age  60  and  over,  for  the  purpose  of  determining  eligibility  for 
Medicaid  or  any  other  public  assistance  program. 

House  Bill  3169  -  Requires  all  borrowers  of  a  reverse  mortgage  loan  to 
complete  a  home  equity  conversion  counseling  program  approved  by  the 
Executive  Office  of  Elder  Affairs  or  to  decline  in  writing  the  opportunity  to 
participate  in  such  a  program  prior  to  the  transaction. 

Senate  Bill  716  -  Would  require  health  insurance  policies  to  provide  benefits 
for  expenses  arising  from  Alzheimer's  Disease  and  other  afflictions  requiring 
custodial  or  nursing  home  care. 
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Six  other  bills  related  to  home  equity  conversion  or  reverse  mortgages  will 
be  studied  by  the  Joint  Committee  on  Banks  and  Banking  during  the  current 
session. 

Michigan 

Senate  Bill  306  and  House  Bill  4567  -  Would  require  commercial  health 
insurance  policies  to  cover  nursing  home,  custodial  and  respite  care  for 
persons  suspected  of  having  or  diagnosed  as  having  Alzheimer's  disease  or  a 
related  disorder.  Related  bills  would  mandate  the  same  for  Blue  Cross/Blue 
Shield  policies  (SB  307  and  HB  4566)  and  for  HMOs  (SB  308  and  HB  4568).  Still 
pending. 

Minnesota 

Senate  Bill  478,  Chapter  337,  1987  Laws  -  Amends  last  year's  long-term  care 
insurance  law  to  specify  that  if  coverage  is  dependent  upon  discharge  from  a 
hospital  within  a  certain  period  of  time,  that  period  can  be  no  more  than  30 
days  (consistent  with  NAIC  guidelines).  In  addition,  policies  may  not  require 
the  insured  to  meet  a  prior  hospitalization  test  more  than  once  during  a  single 
benefit  period.  The  benefit  period  begins  on  the  day  services  are  received  and 
ends  when  services  have  not  been  provided  for  the  same  or  related  cause  for 
180  consecutive  days.  The  new  amendments  also  require  coverage  of  preexisting 
conditions  during  the  first  six  months  of  coverage  if  the  insured  was  not 
diagnosed  or  treated  during  the  90  days  immediately  preceding  the  effective 
date  of  coverage.  No  more  than  one  waiting  period  of  up  to  90  days  per 
benefit  period  is  allowed.  Policies  cannot  exclude  coverage  for  mental  or 
nervous  disorders  with  a  demonstrable  organic  cause,  such  as  Alzheimer's  and 
related  dementias.  A  further  change  deletes  specific  indemnity  amounts  for 
each  type  of  home  care  service;  instead  per  diem  payments  for  home  care 
benefits  on  a  per  visit  basis  must  be  the  lesser  of  $25  or  actual  charges  and 
the  benefits  must  cover  at  least  seven  paid  visits  per  week. 

The  new  law  prohibits  coordination  of  benefits  between  a  long-term  care 
policy  and  a  policy  designed  to  provide  coverage  on  a  per  diem,  fixed  indemn- 
ity or  non-expense  incurred  basis  or  a  policy  that  provides  only  accident 
coverage.  New  disclosure  requirements  were  added  to  clarify  the  differences 
between  policy  designations  AA  and  A. 

Montana 

House  Joint  Resolution  43,  1987  Laws  -  Requests  an  interim  study  by  an 
appropriate  legislative  committee,  of  the  feasibility  of  requesting  insurers  to 
offer  long-term  care  insurance.  (The  bill  originally  contained  language  that 
would  have  studied  the  feasibility  of  requiring  insurers  to  offer  long-term  care 
insurance.)  Specifically,  the  committee  is  asked  to  study  1)  ways  in  which  the 
state  can  promote  the  development  of  a  range  of  long-term  care  services,  2) 
sources  of  revenue  that  can  be  used  to  subsidize  the  cost  of  nursing  homes 
and  other  long-term  care  options  in  order  to  make  them  available  to  low  and 
middle-income  families  ineligible  for  Medicaid,  3)  the  effect  of  requiring  the 
Montana  Comprehensive  Health  Association  (the  state's  risk  pool  for  those  with 
preexisting  conditions)  to  include  as  a  minimum  benefit  all  or  part  of  the 
expenses  of  long-term  care,  4)  appropriate  standards  for  long-term  care 
insurance,  5)  incentives  to  offer  private  insurers  to  develop  and  offer  long- 
term  care  policies,  and  6)  incentives  to  offer  individuals  and  families  for  the 
purchase  of  long-term  care  insurance.  The  committee's  findings  and  draft 
legislation  is  requested  for  the  next  legislative  session. 
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Nebraska 

Legislative  Bill  416,  1987  Laws  The  legislature  adopted  the  long-term  care 
insurance  act  providing  for  the  regulation  of  long-term  care  insurance  policies. 
This  builds  upon  previous  activities  on  long-term  care  in  the  state;  adoption  of 
the  NAIC  act  was  recommended  by  both  a  legislative  interim  study  committee 
and  the  state's  Alzheimer's  Disease  Task  Force,  established  last  year  to  explore 
private  sector  solutions  to  the  problem  of  providing  long-term  health  insurance 
for  persons  with  Alzheimer's  disease.  The  new  law  follows  the  NAIC  model 
act's  provisions,  except  for  the  preexisting  condition  limitations.  Rather  than  a 
six  month  period  of  limitation  and  exclusion  for  coverage,  the  Nebraska  law 
permits  a  period  of  twelve  months  for  those  over  age  65.  This  modification  was 
prompted  by  lobbying  by  one  of  the  state's  major  insurance  companies.  The 
Insurance  Department  is  in  the  process  of  developing  rules  to  implement  the 
law.  This  will  be  based  to  some  extent  on  the  NAIC  model  rules,  though  there 
may  be  some  variations.  The  rules  are  expected  to  become  final  in  September 
or  October,  1987. 

Legislative  Resolution  96,  Adopted  1987  -  Recommends  to  the  Governor  that 
the  Alzheimer's  Disease  Task  Force  be  rechartered  and  directed  to  study, 
among  other  issues,  changes  to  relieve  the  spouses  and  families  of  Alzheimer's 
disease  patients  from  the  "prospects  of  financial  ruin  in  order  to  qualify  the 
victim  for  public  financial  assistance". 

New  York 

Assembly  Bill  6306  -  Authorizes  tax  credits  for  individuals  who  purchase 
long-term  health  insurance  policies,  up  to  10%  of  the  annual  premium  for 
taxpayers  over  age  55. 

Assembly  Bill  2395  and  Senate  Bill  1476  -  Would  require  any  policy  covering 
medical  services,  inpatient  hospital  care  and  "non-health  related  services", 
(which  includes  crisis  intervention,  adult  day  care,  home  care  and  respite  care 
that  meet  the  care  and  behavioral  needs  of  the  patient)  to  make  available, 
coverage  for  outpatient  treatment  of  Alzheimer's  or  related  disease.  Would  also 
require  group  policies  that  cover  hospital,  surgical  or  medical  expenses  to  offer 
coverage  for  the  treatment  and  diagnosis  of  Alzheimer's  disease  to  the  same 
extent  that  coverage  is  provided  for  illness  or  disease  under  the  policy. 
Coverage  shall  also  include  non-health  related  services  and  nursing  home  care, 
home  health  services  and  other  health  professionals'  services. 

North  Carolina 

Senate  Bill  462,  Chapter  331,  Ratified  1987  -  There  are  virtually  no 
variations  from  the  NAIC  model  act  in  this  law.  However,  the  bill  has  incor- 
porated the  state's  definitions  of  facilities,  services  and  conditions  for 
purposes  of  defining  coverage  under  long-term  care  insurance  policies.  It  also 
includes  Alzheimer's  disease  in  long-term  care  insurance  coverage  of  organic 
brain  disorder  syndrome  or  dementia. 

North  Dakota 

House  Bill  1629,  1987  Laws  -  The  North  Dakota  law  revises  existing  statutes 
regulating  nursing  home  insurance  policies.  Previously,  the  law  mandated  that 
all  such  policies  be  guaranteed  renewable  for  life;  the  1987  law  clarified  this 
to  mean  any  long-term  care  policy  and  provided  for  exceptions  to  the  guaran- 
teed renewable  clause  by  allowing  the  Insurance  Commissioner,  for  good  cause 
and  on  whatever  terms  and  conditions  deemed  necessary,  to  permit  insurers  to 
non-renew  policies  on  a  statewide  basis.  The  1987  law  also  adopted  a  com- 
prehensive   set    of    requirements    based    on    the    NAIC    model    act.    Preexisting 
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condition  exclusion  periods  are  the  same  as  those  in  the  NAIC  act  as  are  the 
prior  institutionalization  clauses  and  provision  for  optional  loss-ratio  standards, 
provided  that  a  specific  reference  to  long-term  care  polices  is  contained  in  the 
rules.  Effective  July  1,  1987. 

Senate  Bill  2391,  1987  Laws  -  In  a  related  measure,  a  law  was  passed  to 
prohibit  the  application  of  any  preexisting  conditions  exclusion  period  on  an 
additional  or  replacement  nursing  home  insurance  policy,  if  an  insured  has 
already  been  covered  under  another  such  policy  (by  the  same  or  another 
company)  previously.  An  exception  to  this  may  occur  when  there  is  any  time 
period  remaining  to  the  exclusion  of  coverage  for  preexisting  conditions.  The 
law  also  applies  to  Medicare  supplement  policies. 

Ohio 

House  Bill  558  -  Permits  the  establishment  of  individual  medical  accounts, 
with  the  interest  on  amounts  of  up  to  $2,000  to  be  tax-exempt.  Would  also 
permit  an  employer  to  contribute  to  the  employee's  IMA  or  continue  to  make 
contributions  under  the  employer's  existing  health  insurance  plan.  Funds  in  the 
IMA  must  be  used  to  purchase  major  medical  coverage  for  each  account  holder 
to  cover  all  medical,  dental  and  long-term  care  expenses  in  excess  of  $10,000 
annually.  The  account  holder  is  held  responsible  for  the  first  $100  of  medical, 
dental  or  long-term  care  expenses  in  each  tax  year,  but  funds  in  the  IMA  can 
be  used  for  expenses  above  this  amount.  Withdrawals  from  the  account  can  be 
made  without  penalty  for  any  account  holder  over  the  age  of  59  and  1/2  years 
when  funds  are  used  for  medical,  dental  or  long-term  care  purposes.  Pending. 

Oklahoma 

House  Bill  1030,  1987  Laws  -  An  amendment  to  an  omnibus  legislative 
package  on  insurance  law  revisions  (in  Sections  27  to  31  of  the  new  law)  was 
based  on  the  NAIC  model  act  regulating  long-term  care  insurance  policies.  It 
follows  the  model  act  language,  except  that  it  permits  preexisting  conditions 
exclusions  of  twelve  months  for  those  over  age  65,  rather  than  six  months  as 
specified  in  the  model  act.  Prior  to  this,  a  rule  had  been  under  development  by 
the  Insurance  Department  to  regulate  existing  nursing  home  policies.  One 
problem  the  proposed  rule  tried  to  address  was  the  common  practice  of  allow- 
ing coverage  only  for  care  in  Medicare-approved  skilled  nursing  facilities, 
which  are  few  in  number  in  the  state.  However,  the  proposed  rule  has  been 
replaced  by  another  proposed  rule  (No.  36-36-3)  to  regulate  all  long-term  care 
policies,  based  to  some  extent  on  the  NAIC  model  rules. 

Oregon 

House-  Bill  2359,  1987  Laws  -  This  law  requires  insurers  offering  policies 
covering  care  in  a  long-term  care  facility  to  offer  at  least  one  policy  that 
does  not  have  a  prior  hospitalization  requirement  as  a  condition  of  payment. 
This  was  an  amendment  to  the  original  version  of  the  bill  which  would  have 
prohibited  any  long-term  care  insurance  policy  from  requiring  prior  hospitaliza- 
tion as  a  condition  of  coverage.  A  notice  must  accompany  each  application  and 
all  marketing  materials,  indicating  the  list  of  all  policies  marketed  by  the 
insurer,  including  benefits,  premium  costs,  type  of  care  and  terms  of  coverage 
of  each  policy.  The  bill  applies  to  all  types  of  health  insurers. 

House  Joint  Memorial  No.  10,  1987  Laws  -  Memorializes  the  U.S.  Congress 
to   pass   legislation   to   address   the   needs   of   thousands   of   Oregon   citizens   who 

1)  are  over  age  65  and  incur  personal  costs  for  acute  care  of  $2,000  or  more, 

2)  do  not  have  any  health  insurance  or  have  inadequate  insurance  for  cata- 
strophically   high   expenses,  and   3)  pay   the  full  cost  of   long-term  care   in   out- 
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of-pocket  expenses  of  about  $25,000  per  year  and  for  custodial  care  needs  not 
covered  by  Medicare  or  private  insurance. 

Pennsylvania 

Senate  Bill  820  -  This  is  the  NAIC  model  act,  as  introduced  in  Pennsylvania 
and  referred  to  committee  on  May  12,  1987,  with  no  substantive  variations 
from  the  NAIC  version. 

South  Carolina 

Senate  Bill  252,  Ratification  No.  233,  Act  165,  1987  Laws  -  This  new  law 
contains  three  separate  components.  First,  the  Commission  on  Aging,  in 
cooperation  with  the  Long  Term  Care  Council  and  the  Department  of  In- 
surance, are  required  to  develop  and  implement  a  public  education  program 
regarding  the  availability  of  long-term  care  services;  the  lifetime  risk  of 
spending  time  in  a  nursing  home;  the  coverage  available  for  long-term  care 
through  Medicare,  Medicaid  and  private  insurance,  as  well  as  their  limitations; 
and  the  availability  of  home  equity  conversion  alternatives.  The  program  must 
be  made  a  part  of  the  Pre-retirement  Education  Program  of  the  South  Carolina 
Retirement  Systems.  Second,  the  law  authorized  a  study  of  the  feasibility  of 
establishing  a  statewide,  computer-based  volunteer  services  credit  program,  due 
July  1,  1988.  And  third,  it  mandated  another  study  was  mandated  on  the 
development  of  continuing  care  retirement  communities  in  the  state,  due  by 
January  1,  1988. 

One  section  of  the  bill  that  did  not  pass  would  have  required  the  Insurance 
Department  to  assist  insurance  companies  in  obtaining  data  on  cost  and 
utilization  of  long-term  care  services  from  state  agencies  and  to  review 
existing  insurance  regulations  that  might  discourage  marketing  of  long-term 
care  policies.  Once  the  NAIC  model  act  was  introduced,  it  was  felt  this  review 
would  not  be  necessary  and  the  section  was  deleted. 

Two  bills  were  proposed  to  adopt  the  NAIC  model  bill;  because  they  were 
introduced  midway  through  the  session,  there  was  not  enough  time  to  resolve 
differences  over  preexisting  condition  exclusion  periods.  Both  bills,  H.B.  2673 
and  S.B.  603,  will  be  carried  over  and  considered  in  next  year's  session. 
Another  bill  that  did  not  pass  this  session,  S.B.  343,  would  authorize  individual 
medical  accounts. 

Texas 

Senate  Bill  1371,  1987  Laws  -  Following  on  the  heels  of  a  report  issued  by 
the  State  Board  of  Insurance,  "The  Long-Term  Care  Dilemma:  What  Can  Be 
Done  About  It?",  the  Texas  legislature  enacted  a  law  authorizing  the  board  to 
adopt  regulations  establishing  minimum  standards  for  benefits  for  long-term 
care  coverage  offered  by  all  health  insurers,  including  HMOs.  The  law  takes 
effect  September  1,  1987  and  applies  to  all  policies  delivered,  issued  or 
renewed  on  or  after  January  1,  1988.  Another  bill  was  enacted  (HB  677,  1987 
Laws)  authorizing  the  regulation  of  continuing  care  retirement  communities. 

Utah 

HB  100,  1987  Laws  -  As  part  of  an  omnibus  law  making  substantive  and 
technical  changes  to  various  insurance  code  sections,  language  was  added  to 
the  insurance  code  that  permits  the  Insurance  Commissioner  to  adopt  rules 
regarding  the  policy  features  and  minimum  benefit  standards  for  nursing  home 
and  long-term  care  coverage.  This  change  was  necessary  to  make  clear  the 
Insurance  Department's  authority  to  promulgate  rules  for  such  policies.  The 
department    is   currently    in    the   process   of   drafting   rules   governing   long-term 
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care  policies,  which  are  expected  to  be  based  on  the  NAIC  model  rules,  for 
issuance  later  this  year.  The  department  is  also  participating  in  a  gubernatorial 
task  force  on  catastrophic  and  long-term  care  that  is  studying  these  issues. 

Virginia 

House  Bill  1252,  Chapter  586,  1987  Laws  -  Adopts  a  new  section  of  the 
insurance  code  regulating  long-term  care  insurance  policies,  based  on  the  NAIC 
model  act.  The  Insurance  Commissioner  is  authorized  to  issue  regulations 
concerning  specific  standards  for  policy  provisions,  but  the  rules  must  recog- 
nize: 1)  the  unique,  developing  and  experimental  nature  of  long-term  care 
insurance,  2)  the  appropriate  distinctions  between  group  and  individual  policies, 
3)  the  unique  needs  of  both  those  individuals  who  have  reached  retirement  age 
and  those  pre-retirement  individuals  interested  in  purchasing  long-term  care 
insurance,  and  4)  appropriate  distinctions  between  long-term  care  insurance  and 
accident  and  sickness  policies,  prepaid  health  plans  and  other  health  service 
plans. 

The  law  differs  from  the  NAIC  model  act  in  several  areas.  One  is  in  the 
prior  institutionalization  section.  Rather  than  a  minimum  of  30  days,  the  law 
requires  policies  providing  benefits  only  following  institutionalization  to  cover 
benefits  if  the  insured  has  been  discharged  from  a  facility  within  the  previous 
60  days  for  the  same  or  related  conditions.  Loss-ratio  standards,  if  they  are 
issued,  must  contain  specific  reference  to  long-term  care  insurance  and  any 
individual  long-term  care  policies  that  could  be  classified  as  limited  benefit 
health  policies  shall  be  subject  to  limited  benefit  loss  ratio  standards.  Further- 
more, a  certificate  by  a  qualified  actuary  must  be  filed  regarding  the  adequacy 
of  the  rates  and  reserves,  along  with  supporting  information,  for  loss-ratio 
standard  rules.  Finally,  the  Insurance  Commission  is  required  to  adopt  and 
publish  a  Long-term  Care  Insurance  Consumer  Guide,  which  must  be  provided 
at  the  time  of  delivery  of  the  policy  or  certificate. 

Washington 

A  hearing  was  held  at  the  end  of  June,  1987  on  proposed  regulations  issued 
pursuant  to  last  year's  long-term  care  act.  The  proposed  rules  contain  one 
unusual  feature  relating  to  "gatekeeping  provisions",  or  requirements  that  must 
be  satisfied  before  benefits  can  be  covered.  Such  requirements  may  be  a  three- 
day  prior  hospitalization  or  authorization  by  a  physician  or  case  manager. 
Under  the  proposed  rules,  the  insurer  would  be  required  to  demonstrate  that  a 
reasonable  number  of  insureds  are  not  precluded  by  the  gatekeeper  provisions 
from  receiving  benefits.  Right-to-return,  free  look  periods  would  be  30  days 
for  individually  sold  policies  and  60  days  for  policies  sold  through  direct 
response  solicitations.  The  proposed  rules  also  spell  out  in  detail  the  defin- 
itions to  be  used  in  calculating  loss  ratios,  along  with  procedures  for  evalua- 
ting insurers'  loss  ratio  experience. 

House  Bill  777  -  Though  this  bill  did  not  pass  this  session,  it  will  be  carried 
over  into  next  year's  legislative  session.  It  would  amend  last  year's  law 
governing  long-term  care  insurance  policies  by  prohibiting  a  provision  that 
conditions  coverage  upon  a  hospital  admission  of  more  than  three  days.  After 
January,  1989,  such  policies  could  not  contain  any  prior  hospitalization 
requirement  unless  the  insurer  proved  to  the  Commissioner  of  Insurance  that 
the  provision  is  "actuarially  necessary  and  that  alternative  methods  of  controll- 
ing benefit  utilization  are  unavailable,  impractical  or  would  result  in  significant 
increase  in  cost  to  the  insured  or  beneficiary.  In  no  case  may  the  Commission- 
er approve  of  a  hospitalization  requirement  greater  than  three  days". 
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Wisconsin 

Assembly  Bills  introduced  in  1987  -  Emanating  from  the  Special  Committee 
on  Long-term  Health  Care  Insurance,  established  by  the  Wisconsin  Legislative 
Council  pursuant  to  a  1986  legislative  resolution,  a  package  of  six  bills  was 
introduced  at  the  end  of  May.  The  bills  are  part  of  a  comprehensive  approach 
designed  to  encourage  the  private  sector  to  offer  long-term  care  insurance  and 
to  consider  possible  alternatives  to  insurance  mechanisms  to  meet  health  care 
and  custodial  needs  of  the  elderly.  In  July,  the  first  five  of  the  following  bills 
were  incorporated  into  the  budget  bill  (SB  100),  which  passed  both  houses.  The 
Governor  will  take  final  action  on  the  budget  bill  by  the  end  of  August. 
Assembly  Bill  382  -  Creates  a  nine-member  Council  on  Long-term  Care 
Insurance  to  advise  the  Department  of  Health  and  Social  Services  and  other 
state  and  federal  agencies,  in  designing  a  program  to  encourage  a  private 
market  in  long-term  care  insurance.  The  program  would  include  a)  premium 
subsidies  by  the  state,  based  on  ability  to  pay,  b)  reinsuring  by  the  state  of 
policies  issued  in  Wisconsin  and  c)  allowing  persons  to  retain  liquid  assets  in 
excess  of  the  amount  which  they  would  ordinarily  be  allowed  to  retain  for 
Medicaid  eligibility,  if  they  purchased  long-term  care  insurance.  Draft  legisla- 
tion to  implement  the  program  would  be  due  by  September  1,  1988.  Further,  it 
requires  the  department  to  consult  with  the  U.S.  Department  of  Health  and 
Human  Services  regarding  a  waiver  to  maximize  use  of  Medicaid  funding  for 
the  program. 

Assembly  Bill  383  -  Allows  the  Board  on  Aging  and  Long-term  Care,  through 
the  Medigap  hotline  to  provide  information  and  counseling  about  long-term 
care  insurance  and  Medicaid  eligibility  requirements.  Also  allows  the  board  to 
provide  training,  educational  materials  and  technical  assistance  to  organizations 
that  will  provide  insurance  and  Medicaid  information  to  the  public. 

Assembly  Bill  384  -  Requires  the  State  Group  Insurance  Board  to  offer  long- 
term  care  insurance  to  state  employees  and  annuitants  and  their  spouses, 
parents  and  children,  with  the  entire  premium  to  be  paid  by  the  policyholder. 

Assembly  Bill  385  -  Allows  continuing  care  retirement  communities  to  obtain 
licenses  to  operate  home  health  agencies  for  their  own  residents,  notwithstand- 
ing the  limit  on  new  home  health  agencies  under  the  capital  expenditure 
review  law.  Since  the  certificate-of-need  program  was  repealed,  except  as 
applied  to  nursing  homes,  this  bill  is  essentially  moot.  Licensure  requirements 
for  home  health  agencies  would  still  be  applicable  to  such  entities. 

Assembly  Bill  386  -  Allows  continuing  care  retirement  communities  to  obtain 
funds  through  tax-exempt  bonds  issued  by  the  Wisconsin  Health  Facilities 
Authority  in  order  to  acquire,  construct,  renovate,  improve,  equip  or  refinance 
facilities  that  are  owned  by  a  non-profit  (501(c)(3)  organization  or  a  govern- 
mental unit.  CCRCs  are  presently  disqualified  from  such  bond  authorizations. 

Assembly  Bill  387  -  Requires  each  insurer  offering  Medigap  policy  or  a 
nursing  home  insurance  policy  to  establish  a  procedure  for  the  review  and 
appeal  of  a  denial  of  benefits.  Also  requires  those  insurers  to  provide  the 
Commissioner  of  Insurance  with  an  annual  summary  of  its  review  and  appeals 
and  their  dispositions.  These  provisions  are  designed  to  protect  consumer 
interests  and  permit  insurers  to  experiment  with  a  variety  of  cost  containment 
mechanisms  for  screening  unwarranted  benefit  usage,  particularly  related  to 
such  requirements  as  a  prior  hospitalization  as  a  condition  of  benefits.  This 
bill  was  not  included  in  the  budget  act  but  could  still  be  passed  separately. 

Wyoming 

House  Bill  312,  Chapter  214,  1987  Laws  -  Requires  the  Department  of  Health 
and   Social   Services  conduct  a   study  of  issues  regarding   long-term  health  care 
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for  the  elderly  including  the  cost  and  availability  of  such  care,  including 
alternatives  for  more  efficient  use  of  state  funds,  financing  alternatives,  and 
the  availability  and  quality  of  private  insurance  coverage.  The  Insurance 
Department  and  Commission  on  Aging  are  expected  to  cooperate  in  the  study. 
A  final  report,  with  recommendations,  is  due  by  January,  1988. 
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Arizona 

1986 

Arkansas 

1987 

Colorado 

1984 

Florida* 

1985 

Kansas 

1986 

Maine 

1987 

Missouri 

1987 

Pennsylvania 

1987 

1985 

Tennessee 

1987 

Texas 

1987 

Wisconsin 

1986 

State         Year         Statutory  Authority 


A.     State  insurance  department  or  agency  is  responsible  for 
regulating  CCRCs.   (11) 

Ariz.  Legis.  Serv.  sec.  20-1803(A) 

Ark.  Acts  329  sec.  3 

Colo.  Rev.  Stat.  sec.  12-13-102 

Fla.  Stat.  sec.  651.011 

Kans.  H.B.  2251  sec.  4 

Me.  Rev.  Stat.  Ann.  tit.  24-A  sec.  6201 

Mo.  Ann.  Stat.  sec.  376.900 

Pa.  Stat.  Ann.  tit.  40  sec.  3203 

Pa.  Bull.  tit.  31  sec.  151.1 

Tenn.  H.B.  354  sec.  1,2 

Tex.  H.B.  677  sec.  3 

Wis.  Stat.  Ann.  sec.  647.02 


B.     State  social  service,  public  health,  or  human  services 
department  is  responsible  for  regulating  CCRCs.   (4) 

Cal.  Health  and  Safety  Code  sec.  1770.5 

Cal.  Health  and  Safety  Code  sec.  1771 

Fla.  Stat.  sec.  651.117,  651.118 

111.  Ann.  Stat.  ch.  Ill  1/2,  par.  4160-5 

R.I.  H.B.  6561  sec.  23-59-1 


C.     State  Aging  agency  is  responsible  for  regulating  CCRCs 
(3) 

Connecticut*   1986   Conn.  Acts  86-252  sec.  2 

Conn.  L.J.  sec.  17-548-4 
Maryland*     1986   Md.  Ann.  Code  art.  7 0B  sec.  11 
New  Mexico     1986    N.M.  Stat.  Ann.  sec.  24-17-7 


D.     State  securities  agency  is  responsible  for  regulating 
CCRCs .   ( 2 ) 

Indiana*      1986    Ind.  Code  Ann.  sec.  23-2-4-1 
Michigan      1977   Mich.  Stat.  Ann.  sec.  14.1301(10) 


California 

1979 

1987 

Florida* 

1986 

Illinois 

1986 

Rhode  Island 

1987 

Responsibility  is  split  between  two  or  more  State  agencies 
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State         Year         Statutory  Authority 


E.     Miscellaneous  departments  or  boards  regulate  CCRCs.   (6) 

Connecticut*   1986   Conn.  Acts  86-252  sec.  16 

L.J.  sec.  17-548-11 
Fla.  Stat.  sec.  651.121 
Ind.  Code  Ann.  sec.  23-2-4-14 
Md.  Ann.  Code  art.  7 OB  sec.  17 
N.J.  Stat.  Ann.  sec.  52:27D-330 
Va.  Code  Ann.  sec.  38.2-4901 


F.     County  has  responsibility  for  regulating  CCRCs.   (1) 
Minnesota     1986   Minn.  Stat.  Ann.  sec.  80D.09 


Florida* 

1985 

Indiana* 

1984 

Maryland* 

1986 

New  Jersey 

1987 

Virginia 

1986 

*   Responsibility  is  split  between  two  or  more  State  agencies 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 


Health  Care  Financing  Administration 


Task  Force  on 

Long-Term  Health  Care  Policies 


Room  4406  HHS  Building 

330  Independence  Avenue,  S.W. 

Washington,  D.C.  20201 


SUMMARY  OF  COMMENTS  ON  LONG-TERM  HEALTH  CARE 

INSURANCE  POLICIES,  SUBMITTED  PER  THE 

NOVEMBER  5,  1986,  FEDERAL  REGISTER 

The  following  is  a  summary  of  comments  received  as  of  January  7,  1 987.  Additional 
comments  will  be  summarized  and  presented  as  they  are  received.  Full  text  of  the  com- 
ments are  available  at  the  Task  Force  office. 

David  L.  Casale,  Honolulu,  Hawaii — Private  Citizen 

Mr.  Casale,  age  72,  is  presently  taking  care  of  his  wife  (71)  who  is  suffering  from  Parkin- 
son's Disease  and  preparing  for  the  day  when  she  will  no  longer  be  able  to  be  cared 
for  at  home. 

Anticipating  that  eventuality,  both  Mr.  and  Mrs.  Casale  applied  for  additional  insurance 
coverage  to  cover  future  nursing  home  needs.  Mr.  Casale  was  accepted  while  his  wife 
was  refused  for  "medical  reasons"  as  a  "bad  risk."  Mr.  Casale  points  out  the  paradox 
for  a  person  to  be  refused  nursing  home  insurance  for  "medical  reasons"  which  dictate 
the  ultimate  need  for  nursing  home  services.  Thus  he  expects  he  will  have  to  exhaust 
his  assets  and  finally  turn  to  Medicaid  for  assistance. 

Thomas  A.  Stumm,  Alexandria,  Virginia — Private  Citizen 

Mr.  Stumm  chronicles  the  rehabilitative  history  of  his  25  year  old  son  who  has  disabl- 
ing brain  damage  resulting  from  an  accident  and  indicates  that  long-term  care  insurance 
policies  are  badly  needed.  He  adds  that  an  educational  program  is  needed  to  alert  the 
public  to  the  limitations  on  rehabilitative  (long-term)  care  available  from  most  employer 
health  insurance  programs.  Such  public  awareness  of  the  current  limitations  would  lead 
the  public  to  strongly  support  the  development  and  availablity  of  long-term  health  care 
policies  both  in  private  and  government  sectors. 

American  Academy  of  Actuaries,  Washington,  D.C. 

The  American  Academy  of  Actuaries  had  the  following  recommendations: 

1.  Minimum  benefit  guidelines  must  accommodate  insurers'  need  to  experiment 
with  plan  design,  as  to  soundness  and  marketability,  and  to  learn  how  to  under- 
write and  price  such  coverage  soundly  to  avoid  under-priced  products. 

2.  Private  insurers  must  be  allowed  to  apply  sound  underwriting  standards  so  that 
anti-selection  will  not  increase  premiums  beyond  marketability. 

3.  Guidelines  for  measuring  reasonableness  of  premiums  such  as  minimum  loss  ratio 
requirements,  that  are  too  demanding  will  serve  to  discourage  insurers  from  enter- 
ing this  field. 

4.  Level  premium  structures  providing  for  advance  funding  of  future  costs  should 
be  encouraged. 

5.  Targeting  the  50-64  age  group  offers  the  best  ability  to  provide  level  premiums 
for  prefunding  and  will  focus  on  the  age  cohort  with  the  greatest  amount  of  discre- 
tionary funds  likely  to  be  spent  on  long-term  care  insurance. 
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American  College  of  Gastroenterology,  Manchester,  Massachusetts 

This  Association  favors  the  following: 

A.  Health  Insurance  Availability — Risk  Pooling 

There  is  a  place  for  the  Federal  government  to  encourage  each  State  to  develop 
a  private  insurance  "risk  pool"  based  on  nationwide  guidelines.  Those  being: 

1 .  A  cap  on  out-of-pocket  expenses  such  as  co-insurance  payments  and  deductibles 
of  $1,500  for  an  individual  and  $3,000  for  a  family. 

2.  A  requirement  that  there  be  a  choice  of  deductibles  offered  by  the  plan. 

3.  A  maximum  waiting  period  of  6  months  for  expenses  related  to  a  pre- 
existing condition  with  expenses  not  related  to  the  preexisting  condition  covered 
immediately. 

4.  A  minimum  lifetime  benefit  of  $500,000. 

5.  A  cap  of  150  percent  of  the  average  premium. 

Essential  elements  of  risk  pooling  arrangement  would  include  a  provision  that 
a  person  show  proof  that  he/she  has  been  rejected  for  health  insurance  because  of 
health  reasons;  and  that  the  State  should  have  the  option  of  offering  insurance  without 
a  6-month  waiting  period  if  the  purchaser  wishes  to  pay  an  additional  premium. 

B.  Long-Term  Care  Health  Insurance 

1 .  A  national  program  to  educate  the  public  relative  to  chronic  illness,  nursing  home 
costs,  and  long-term  care  provisions. 

2.  Experimentation  in  the  private  health  insurance  industry. 

3.  Federal  guidelines  for  standards  of  care  for  chronic  illness  and  their  associated 
costs. 

4.  Private  industry  should  provide  actuarial  statistics  with  suggested  premiums. 

American  Foundation  for  the  Blind,  Inc.,  Washington,  D.C. 

Advocates  Federal  control  and  regulation  of  long-term  care  policies  since  policies 
are  not  limited  to  intrastate  commerce.  Such  controls  should  include  minimum  benefits 
and  controls  on  premium  costs. 

American  Medical  Association 

Suggests  that  private  sector  insurance  offers  promise  as  a  means  of  financing  long- 
term  care.  The  focus  should  be  custodial  care  not  duplicating  existing  health  care  policies 
including  Medicare  and  Medigap.  The  American  Medical  Association  believes  that 
minimum  standards,  similar  to  those  adopted  for  Medigap  policies,  should  be  established. 

American  Nurses  Association,  Washington,  D.C. 

Three  major  areas  that  show  promise  are  long-term  care  insurance,  life  care  com- 
munities, and  social  health  maintenance  organizations.  Specific  recommendations 
include: 

1.  Mandate  health  insurance  companies  and  HMOs  offer  a  long-term  care  policy 
including  both  institutional  and  noninstitutional  services. 

2.  A  large  scale  program  to  educate  Medicare  beneficiaries  about  the  limitations 
of  their  current  coverage  and  what  their  options  are. 

3.  Additional  studies  of  the  utilization  and  expenditure  patterns  of  life  care  com- 
munities along  with  new  experimental  models  of  health  and  social  service 
programs. 

4.  Encourage  development  of  social  HMOs. 

5.  Expanded  public  financing  of  long-term  care  under  the  Medicare  and  Medicaid 
programs  should  also  be  considered. 

6.  Have  Medicare  develop  an  option  for  employers  and  employees  to  purchase 
catastrophic  long-term  care  protection  early  in  their  careers. 
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American  Pharmaceutical  Association,  Washington,  D.C. 

Drugs  and  durable  medical  equipment  account  for  $27  billion  of  the  $106  billion  out- 
of-pocket  annual  medical  expenses.  Because  of  this  reality,  prescription  drugs  should 
be  included  in  any  long-term  health  care  insurance  policy.  The  following  should  be  com- 
ponents of  long-term  care  insurance  policies: 

1.  Comprehensive  pharmaceutical  services,  including  prescription  drugs  for  patients 
afflicted  with  a  catastrophic  illness  or  trauma; 

2.  Coverage  for  health  care  services  provided  in  the  home  and  other  noninstitutional 
settings;  and 

3.  Use  of  existing  drug  delivery  systems. 

American  Society  of  Hospital  Pharmacists,  Bethesda,  Maryland 

1.  It  is  imperative  that  long-term  care  insurance  policies  cover  not  only  the  cost  of 
drug  products,  but  also  the  clinicai  services  aspect  of  drug  therapy. 

2.  Incorporation  of  coverage  for  both  the  drug  distribution  and  clinical  components 
of  pharmacy  practice  would  reflect  existing  regulatory  and  professional  standards 
and  promote  cost-effectiveness. 

American  Speech-Language-Hearing  Association,  Rockville,  Maryland 

It  is  estimated  that  between  the  years  1980  and  2050,  the  number  of  persons  with 
speech  and  hearing  impairments  will  increase  by  54  percent  and  104  percent  respec- 
tively, as  a  direct  result  of  the  aging  population. 

The  American  Speech-Language-Hearing  Association,  strongly  encourages  the  Task 
Force  to  include  rehabilitation  services  rendered  in  a  facility  or  the  patient's  home  in 
its  guidelines  for  private  long-term  care  insurance  benefits.  Further,  that  policies  and 
protocols  be  cognizant  of  the  need  for  assessments  of  speech  and  hearing  disabilities. 

Association  of  American  Physicians  and  Surgeons,  Inc.,  Burke,  Virginia 

The  Association  of  American  Physicians  and  Surgeons  opposes  any  additional  involve- 
ment of  the  Federal  government  in  the  financing  of  long-term  care. 

They  suggest  the  following  criteria  for  establishing  any  program  to  improve  long-term 
care: 

1.  Provide  an  incentive  for  people  to  save  and  invest  prudently  in  order  to  care  for 
their  own  needs  and  for  those  of  their  own  family. 

2.  Apply  the  concept  of  insurance  only  for  rare  and  catastrophic  risks. 

3.  Do  not  provide  incentives  for  entrepreneurs  to  siphon  funds  from  the  public 
treasury  for  their  personal  profit  on  the  pretext  of  serving  the  elderly. 

4.  Involve  the  Federal  government  only  as  a  last  resort,  when  all  private  and  local 
government  initiatives  have  failed. 

5.  Do  not  increase  the  tax  burden,  especially  the  payroll  tax. 

Bankers  Life  and  Casualty,  Chicago,  Illinois 

Bankers  Life  and  Casualty  has  a  long-term  care  product. 

1.  The  response  to  their  product  indicates  that  the  senior  citizen  market  is  willing 
to  purchase  long-term  care  policies. 

2.  "Long-Term  Nursing  Home  Care"  products  should  be  required  to  cover  any  nur- 
sing home  care  at  whatever  level. 

3.  Reasonable  safeguards  against  anti-selection  must  be  allowed  in  benefit  and  pric- 
ing structures  as:  a)  prior  hospitalization;  b)  medical  underwriting;  c)  changing 
renewal  premium  rates;  d)  terminating  coverage  on  a  class  basis;  e)  requiring 
higher  level  of  care  before  payment  is  made  for  lower  levels;  and  f)  limiting  ages 
at  which  policy  is  sold. 

4.  Incentives  such  as  tax  deductibility  of  premiums  would  assist  the  insurance  in- 
dustry in  providing  attractive  long-term  care  products  to  a  younger  market. 
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Blue  Cross  and  Blue  Shield  Association,  Chicago,  Illinois 

At  the  present  time  two  Blue  Cross/Blue  Shield  plans  have  long-term  care  insurance 
products  in  the  marketplace  and  several  other  plans  are  developing  products.  The  Blue 
Cross/Blue  Shield  Association  in  conjunction  with  16  plans  recently  completed  a  review 
of  long-term  care  financing  products.  The  information  gathered  during  this  16-month 
study  provides  much  of  the  basis  for  the  following  comments. 

1.  Flexibility  in  both  design  and  product  administration  is  necessary. 

2.  While  institutional  long-term  care  can  be  the  most  catastrophic  financially,  more 
respondents  were  interested  in  a  generous  home  health  benefit  citing  the  fear 
that  they  would  be  institutionalized  unnecessarily  if  coverage  were  available. 

3.  A  better  understanding  of  the  limitations  of  Medicare  benefits  and  of  Medicaid 
eligibility  requirements  will  increase  consumer  demand  for  private  long-term  care 
protection  and  consequently  result  in  more  aggressive  carrier  interest  in  these 
products. 

4.  States  should  be  encouraged  to  monitor  annual  premiums,  preserve  levels  and 
benefit  payouts  rather  than  determine  specific  loss  ratios  for  long-term  care 
policies. 

Blue  Cross/Blue  Shield  of  Michigan 

Blue  Cross/Blue  Shield  of  Michigan  is  exploring  the  long-term  care  insurance  market. 
Specific  suggestions  for  the  Task  Force  are: 

1.  Tax  incentives  for  the  carrier  and  the  consumer  would  encourage  development 
and  purchase  of  long-term  care  insurance.  This  would  ultimately  reduce  the  burden 
on  Medicaid; 

2.  Innovative  benefit  structures  that  encourage  informal  caretakers  should  be 
promoted; 

3.  While  recognizing  the  need  for  guidelines  to  protect  consumers  against  unfair 
marketing  techniques,  minimum  benefit  standards  could  discourage  the  develop- 
ment of  creative  and  flexible  products  responsive  to  the  marketplace; 

4.  Legislative  mandates  that  require  that  long-term  care  be  covered  in  existing  health 
care  benefit  programs  may  inflate  the  price  of  the  policies  beyond  the  reach  of 
many.  It  may  also  result  in  the  offering  of  only  the  minimum  benefits  required. 

Blue  Cross/Blue  Shield  of  the  Rochester  Area,  Rochester,  New  York 

Blue  Cross/Blue  Shield  would  urge  the  Task  Force  not  to  be  prescriptive  in  defining 
benefits  and  not  to  employ  the  same  financial  criteria,  i.e.,  loss  ratio  and  reserves,  com- 
monly applied  to  traditional  health  insurance. 

Further  suggestions  include: 

1 .  Providing  tax  breaks  for  employers  and  consumers  for  purchasing  long-term  care 
insurance  before  retirement. 

2.  Providing  tax  reductions  for  long-term  care  premiums  paid  after  retirement. 

3.  Maintaining  close  cooperation  between  State  insurance  departments  and  in- 
surance companies. 

4.  Relaxing  Medicaid  financial  eligibility  rules  for  people  who  buy  long-term  care 
insurance. 

City  of  Chicago,  Department  on  Aging  and  Disability,  Chicago  Illinois 

1.  The  insurance  industry  should  be  encouraged  to  set  coverage  standards  which 
cover  community-based  services,  intermediate  services,  intermediate  and 
custodial  care. 

2.  State  Insurance  Regulators  should  ensure  insurance  companies  will  remain  sol- 
vent, yet  maintaining  reasonable  rates  for  the  consumer.  States  should  also 
monitor  marketing  techniques  of  insurance  companies  to  eliminate  misleading 
or  false  advertising.  Penalties  should  be  instituted  for  companies  not  complying. 
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3.  An  extensive,  comprehensive  public  education  program  must  be  developed  which 
would  foster  consumer  confidence  in  long-term  health  care  insurance. 

4.  Medigap  policies  should  be  expanded  to  long-term  care  coverage  as  an  alternative 
to  creating  a  new  type  of  policy. 

Cystic  Fibrosis  Foundation 

The  Foundation  points  out  that  long-term  care  is  as  significant  a  problem  for  the  under 
65  population  as  the  over  65  population.  They  suggest  that  long-term  care  payment 
programs  provide:  access  to  those  with  preexisting  conditions;  have  reasonable 
premiums;  and  recognize  all  of  the  costs  associated  with  health  care.  They  suggest  that 
public  programs  not  base  access  solely  on  poverty  or  total  disability  and  suggest  pro- 
grams which  would  allow  the  uninsurable  to  "buy-in"  to  Medicaid.  They  enthusiastical- 
ly endorse  State  risk  pools  for  the  uninsurable. 

Forbes  Healthmark,  Pittsburgh,  Pennsylvania 

The  Task  Force  in  its  deliberations  should  address  three  concerns:  educating  the  public 
on  the  need  for  long-term  care  insurance;  creating  incentives  for  the  development  of 
long-term  care  insurance  products;  and  ensuring  the  quality  of  long-term  care  delivery. 

The  components  of  a  good  long-term  care  insurance  policy  are  as  follows: 

1 .  Include  coverage  for  the  full  range  of  long-term  care,  perhaps  setting  a  day/dollar 
value  for  all  institutional-based  long-term  care  services. 

2.  Cover  at  least  one-half  to  two-thirds  of  the  average  daily  costs  of  nursing  home 
care  in  the  patient's  community. 

3.  Reimburse  patients  from  the  first  day  of  confinement.  However,  the  premium  may 
be  trimmed  by  lengthening  the  waiting  period. 

4.  Eliminate  inpatient  hospitalization  as  a  prerequisite  to  service  coverage. 

5.  Benefits  be  annually  adjusted  for  inflation. 

6.  Have  longer  benefit  periods. 

Health  Care  Association  of  Michigan,  Lansing,  Michigan 

The  Health  Care  Association  of  Michigan  held  a  2-day  seminar  on  long-term  care  in- 
surance. Out  of  the  discussions  they  have  recommended  an  ideal  policy  which  would 
include:  2-5  years  of  skilled  nursing,  intermediate,  or  custodial  care;  home  health 
coverage;  coverage  for  mental  and  nervous  diseases;  be  indemnity  payment;  a  choice 
of  waiting  periods;  requirement  of  a  physician  order  but  no  prior  hospitalization;  no 
screens  for  health  status;  no  exclusion  of  preexisting  conditions;  and  a  guaranteed 
renewable  feature. 

Health  Industry  Distributors  Association,  Washington,  D.C. 

Private  long-term  care  should  not  be  looked  upon  as  a  substitute  for  enlightened 
Medicare  policies.  Reductions  in  long-term  care  outlays  by  Medicare  will  increase  the 
burden  on  the  private  care  system,  delaying  or  halting  the  development  of  private  policies. 
The  issues  of  catastrophic  care  and  long-term  care  should  be  addressed  together. 

Specific  recommendations  are: 

1.  A  public  education  campaign; 

2.  Refundable  tax  credits  for  long-term  care  insurance  premiums; 

3.  Tax  treatment   for   long-term   care   insurance   reserves   similar  to   that   now 
accorded  life  insurance  reserves; 

4.  The  establishment  of  long-term  care  insurance  for  Federal  workers  which  could 
serve  as  a  model  for  programs  by  private  employers;  and 

5.  Models  developed  for  long-term  care  insurance  should  include  home  health  care 
and  provide  needed  medical  equipment. 
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Kaiser  Permanente,  Ronald  T.  Taniguchi,  Pharm.  D.,  M.B.A.,  Assistant  Director  of 
Pharmacy  Services,  Hawaii  Region,  Aiea,  Hawaii 

As  health  care  shifts  from  acute  settings  patients  with  more  severe  illnesses,  more 
complex  drug  regimens  are  finding  their  ways  into  alternative  health  care  settings  in- 
cluding home  health  care.  Pharmacists  have  been  pulled  into  this  arena  because  of,the 
nature  of  drug  therapy.  Policies  established  for  health  care  in  extended  care  and  home 
health  settings  must  recognize  the  value  of  pharmacists'  clinical  interventions  and  allow 
pharmacists  to  bill  for  and  be  compensated  for  those  services  as  well  as  the  products 
which  are  delivered. 

Legal  Services  of  Middle  Tennessee,  Inc.,  Clarksville,  Tennessee 

The  use  of  the  term  "nursing  home  policy"  should  be  banned.  What  that  phrase 
means  to  consumers  is  totally  different  from  what  benefits  the  companies  appear  will- 
ing to  cover.  The  preferred  label  would  be  "long-term  care  policies"  and  no  policy  could 
have  that  label  unless  it  provided  the  following: 

A.  Minimum  Standards 

1 .  Skilled  nursing  facility  (SNF)  benefits  with  an  option  of  an  elimination  period  of 
twenty  days  or  less. 

2.  Intermediate  care  facility  (ICF)  care  and  custodial  care. 

3.  ICF  care  without  requiring  SNF  care  first. 

4.  Custodial  care  without  SNF  or  ICF  care  first. 

5.  Home  health  care. 

6.  Benefits  for  all  mental  and  emotional  disorders. 

7.  A  guaranteed  renewability  provision. 

8.  Thirty  day  "free  look"  period. 

B.  Disclosures 

Disclosures  of  what  a  long-term  care  policy  provides,  including  showing  the 
payments  for  each  level  of  care,  is  vital. 

C.  Uniform  Definitions  and  Language 

It  should  be  required  that  SNF  care  be  defined  no  more  restrictively  than  Medicare 
defines  it  and  that  the  ICF  definition  be  no  more  restrictive  than  Medicaid's  defini- 
tion. A  policy  should  not  be  allowed  to  use  terms  such  as  "custodial  care  facility" 
unless  the  company  can  show  that  such  facilities  exist  in  that  State. 

D.  Rates 

Insurance  companies  should  not  be  allowed  to  increase  an  existing  policy  holder's 
premium  simply  because  the  person  has  gotten  older.  Insurance  companies  should 
be  encouraged,  if  not  required,  to  offer  their  long-term  care  policies  to  persons  age 
50  and  above.  There  will  also  be  a  need  for  regulation  of  long-term  care  insurance 
rates,  and  at  least  60  percent  loss  ratio  requirement. 

Mutual  Benefit  Life,  Kansas  City,  Missouri 

The  Mutual  Benefit  Life  Insurance  Company  is  considering  the  development  of  a  group 
policy  of  either  an  indemnity  or  comprehensive  type.  They  offer  the  following  comments: 

1.  Medically  necessary  services  must  be  separated  from  custodial  services  which 
must  be  limited  to  control  expenses. 

2.  Adding  long-term  care  as  a  rider  will  be  less  expensive  and  better  spread  risk 
than  individual  policies. 

3.  Uniformity  among  States  in  definitions  of  levels  of  care  and  types  of  facilities 
would  help  product  development  and  consumer  understanding. 

4.  Longitudinal  data  is  lacking  as  is  information  on  informal  care  givers  which  could 
be  used  to  address  moral  hazard. 

5.  Consumer  education  is  a  critical  need,  including  an  understanding  of  the  effects 
of  a  mobile  society  on  the  availability  of  informal  care  givers. 

6.  Regulation  should  be  flexible  enough  to  allow  innovation  and  competition. 
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7.  Tax  changes  are  necessary  to  make  products  more  attractive  to  employers. 

Mutual  of  Omaha,  Omaha,  Nebraska 

1.  Recommends  regulation  of  insurance  remain  at  the  State  level  and  not  move  to 
the  Federal  level. 

2.  The  Federal  Government  should  conduct  an  educational  program  explaining  the 
limitations  of  the  Medicare  program. 

3.  The  Federal  Government  could  be  helpful  in  the  development  of  actuarial  and 
demographic  statistics  regarding  the  cost  of  providing  long-term  care  insurance. 

4.  Suggests  changes  in  taxing  policies  regarding  pre-tax  funding  of  long-term  care 
insurance,  the  development  of  special  IRA-type  funds  for  long-term  care  with  an 
insurance  tie-in,  and  tax  deductibility  on  premiums  for  long-term  care  policies. 

National  Association  of  Companion  Sitter  Agencies  and  Referral  Services 

Recommended  that  long-term  care  insurance  policies  provide  payment  to  families 
who  hire  care  givers  as  it  is  more  economical  but  that  supervision  and  certification  by 
a  physician  is  a  necessary  quality  of  care  safeguard;  cautioned  that  payment  for  family 
member  provided  care  makes  quality  assurance  difficult;  suggested  that  prior  authoriza- 
tion be  required  for  home  services  with  prompt  payment  following  service;  and  offered 
a  minimum  benefit  standard  for  home  health  benefits. 

National  Multiple  Sclerosis  Society,  New  York,  New  York 

The  National  Multiple  Sclerosis  Society's  comments  concern  those  of  the  young, 
chronically  ill  consumer.  Because  90  percent  of  persons  in  nursing  homes  are  65  years 
of  age  and  older,  specialized  programs  for  young  persons  are  scarce  and  often  the  MS 
patient  is  20  to  40  years  younger  than  his  fellow  nursing  home  residents  (Multiple 
Sclerosis  is  a  chronic,  often  progressive  disease  of  the  brain  and  spinal  cord  that  is  most 
commonly  diagnosed  in  persons  aged  20 — 40  years). 

Specific  recommendations  for  providing  long-term  care  services  for  those  afflicted 
with  MS  include: 

1.  Medicare  coverage  of  extended  home  care  services. 

2.  Increased  Medicaid  reimbursement  to  nursing  homes. 

3.  The  development  of  special  units  in  long-term  care  facilities,  and  intermediate 
residences  for  young,  alert  disabled  persons. 

4.  Compulsory  national  long-term  care  insurance. 

Senate  Private  Long-Term  Health  Care  Insurance  Study  Committee,  State  of  Georgia, 
Atlanta,  Georgia 

In  1987,  legislation  will  be  recommended  to  provide  a  premium  tax  reduction  for  ap- 
proved long-term  care  policies  and  allow  individuals  who  purchase  these  policies  to 
deduct  the  premiums  paid  from  State  taxable  income. 

For  purposes  of  this  legislation,  "long-term  care  insurance  policy"  must  provide 
minimum  benefits  including:  $40.00  per  day  payment  for  nursing  home  care;  at  least 
1,095  days  of  nursing  home  care;  and  payment  for  home  visits  of  at  least  $25.00  per 
visit  for  a  registered  or  licensed  practical  nurse  and  $20.00  per  visit  for  a  home  health 
aide. 

Illinois  Department  of  Public  Aid,  Springfield,  Illinois 

1.  Medicare  co-insurance:  Such  policies  should  be  extended  to  provide  2  years 
coverage  for  extensive  long-term  care  or  home  health  services. 

2.  Medicare  and  other  private  insurance  should  allow  holders  to  convert  unused 
hospital  days  or  unused  dollars  for  long-term  care  or  home  health  services. 

3.  Life  insurance  policies  should  be  revised  to  give  holders  the  option  of  using  prepay- 
ment of  death  benefits  to  pay  for  long-term  care  or  home  health  services. 
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Maine  Committee  on  Aging,  Augusta,  Maine 

Agents  should  be  required  when  selling  a  replacement  long-term  care  policy  to  pro- 
vide a  written  comparison  of  the  old  and  new  policies  to  the  customer.  The  Bureau  of 
Insurance  in  each  State  should  develop  and  distribute  a  long-term  care  insurance  policy 
comparison  chart.  Employers  should  be  encouraged  to  include  a  long-term  care  policy 
on  their  menu  of  employee  benefits.  The  Federal  Government  should  mount  an  educa- 
tional campaign  about  long-term  care  and  point  out  where  Medicare/Medicaid  and 
Medigap  policies  are  limited  in  their  long-term  care  coverage. 

The  following  are  important  elements  of  any  long-term  care  policy: 

1.  Coverage  for  both  SNFs  and  ICFs.  There  should  be  no  requirement  for  a  prior 
SNF  stay  for  reimbursement  for  an  ICF. 

2.  Coverage  for  home  care. 

3.  A  benefit  period  of  at  least  1  year. 

4.  An  optional  3-day  prior  hospitalization  requirement. 

The  State  of  New  Hampshire,  Insurance  Department,  Concord,  New  Hampshire 

To  date  the  Department  has  approved  a  total  of  19  long-term  care  policies  from  14 
companies  that  have  indicated  an  interest  in  marketing  such  policies  in  that  State. 

The  comments  that  follow  have  arisen  directly  from  the  State's  involvement  with  this 
issue. 

1.  The  Department  of  Health  and  Human  Services  should  promote  research  and 
other  activities  to  gather  data  relative  to  the  utilization  of  long-term  health  care 
facilities 

2.  Consumers  must  be  made  aware  of  the  financial  risks  associated  with  long- 
term  health  care. 

3.  The  Task  Force  should  recommend,  as  a  model,  the  pattern  of  regulation 
established  for  Medicare  supplement  policies. 

4.  Long-term  care  insurance  policies  should  be  guaranteed  renewable. 

5.  The  feasibility  of  including  non-forfeiture  values  in  long-term  care  policies 
should  be  studied  as  a  possible  minimum  standard. 

6.  Underwriting  practices  now  in  use  are  necessary  to  protect  against  adverse 
selection. 

7.  It  is  appropriate  to  require  a  3-day  hospital  stay  prior  to  commencement  of 
benefits. 

8.  The  Federal  Government  should  sponsor  research  studies  designed  to  deter- 
mine the  feasibility  of  insuring  nursing  home  confinements  that  are  due  to  men- 
tal or  nervous  conditions. 

9.  Congress  should  provide  a  tax  credit  for  premiums  paid  for  long-term  care  in- 
surance policies  that  meet  minimum  requirements. 

10.  Whenever  possible,  liens  should  be  placed  against  assets  of  Medicaid  recipients 
to  postpone  the  actual  "spend  down"  until  after  a  person's  death. 

1 1.  National  policy  should  encourage  personal  savings  to  finance  long-term  care 
as  opposed  to  personal  consumption,  such  as  the  medical  IRA  proposed  by 
Secretary  Bowen. 

North  Carolina  Department  of  Human  Resources,  Raleigh,  North  Carolina 

1.  All  long-term  care  policies  should  require  the  approval  of  a  State's  Insurance 
Commissioner. 

2.  Premium  deductions  from  SSA  payments  should  be  permitted. 

3.  Employers  should  be  required  to  offer  to  retirees  continuation  of  company  in- 
surance plans  that  include  long-term  care  coverage  at  reasonable  premiums. 

4.  Encourage  marketing  of  long-term  care  insurance  as  a  rider  to  life  insurance. 

5.  Premium  structures  should  be  level  but  increase  by  age  cohort  to  encourage 
purchase  at  younger  ages. 
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6.   Avoid  deductible  and  coinsurance. 

Texas  Department  of  Human  Services,  Austin,  Texas 

1.  All  long-term  care  insurance  policies  should  be  required  to  allow  for  assignment 
to  medical  care  providers  so  that  benefits  are  not  considered  assets  for  Medicaid 
eligibility  determination. 

2.  Long-term  care  policies  should  be  a  prior  resource  to  Medicaid  or  Veteran  benefits. 

3.  A  minimum  length  of  benefit  should  be  tied  to  the  average  length  of  stay  in  a 
facility. 

4.  All  policies  which  pay  for  long-term  care  in  a  facility  should  be  required  to  pay 
a  comparable  amount  for  home  health  care. 

5.  The  Health  Care  Financing  Administration  should  conduct  a  publicity  campaign 
to  notify  the  public  of  the  limitations  of  Medicare  benefits. 

State  of  Wisconsin/Department  of  Health  and  Social  Services,  Madison,  Wisconsin 

Recommends  consideration  of  a  formal  linkage  between  private  long-term  care  in- 
surance and  State  Medicaid  programs.  Eligibility  for  Medicaid,  under  certain  specific 
conditions,  would  not  be  conditioned  on  impoverishment  or  SSI  eligibility.  States  could 
require  that  only  people  who  buy  policies  offering  managed  care,  prepaid  and  capitated 
payments,  and  coverage  for  at  least  2  years  of  both  nursing  home  and  home  health  care 
would  be  able  to  become  eligible  for  Medicaid  before  full  asset  "spend  down"  had 
occurred. 

The  Villers  Foundation,  Washington,  D.C. 

The  Villers  Foundation  believes  that  the  presence  of  private  insurance — even  the 
perception  that  private  insurance  is  widely  available  can  erode  society's  willingness  to 
committing  public  resources  to  meeting  the  needs  of  those  unable  to  use  the  private 
system. 

It  may  not  be  politically  feasible  to  put  a  comprehensive  Federal  system  into  place 
immediately.  However,  whatever  steps  are  taken  now  to  avoid  today's  perceived  crisis 
should  not  compromise  our  ability  to  construct  such  a  system  in  the  future. 
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Subtitle  C  — Task  Force  on  Long-Term  Health  Care  Policies 

SEC.  9601.  RECOMMENDATIONS  FOR  LONG-TERM  HEALTH  CARE  POLICIES 

(a)  Establishment  of  Task  Force. — (1)  The  Secretary  of  Health  and  Human  Services  (here- 
inafter in  this  section  referred  to  as  the  "Secretary")  shall  establish  a  Task  Force 
on  Long-Term  Health  Care  Policies  (hereinafter  in  this  section  referred  to  as  the  "Task 
Force").  The  Task  Force  shall  be  established  not  later  than  60  days  after  the  date 
of  the  enactment  of  this  Act  and  in  consultation  with  the  National  Association  of 
Insurance  Commissioners. 

(b)  Composition  of  Task  Force. — The  Task  Force  shall  be  composed  of  18  members, 
which  shall  include — 

(1)  two  members  representing  the  National  Association  of  Insurance  Commissioners, 

(2)  three  members  representing  Federal  and  State  agencies  with  responsibilities 
relating  to  health  or  the  elderly, 

(3)  three  members  representing  private  insurers, 

(4)  three  members  from  organizations  representing  consumers  or  the  elderly,  and 

(5)  three  members  from  organizations  representing  providers  of  long-term  health 
care  services. 

The  Secretary  shall  designate  a  member  of  the  Task  Force  as  chair. 

(c)  Development  of  Recommendations. — The  Task  Force  shall  develop  recommenda- 
tions for  long-term  health  care  policies,  including  recommendations  designed — 

(1)  to  limit  marketing  and  agent  abuse  for  those  policies, 

(2)  to  assure  the  dissemination  of  such  information  to  consumers  as  is  necessary 
to  permit  informed  choice  in  purchasing  the  policies  and  to  reduce  the  purchase 
of  unnecessary  or  duplicative  coverage, 

(3)  to  assure  that  benefits  provided  under  the  policies  are  reasonable  in  relation- 
ship to  premiums  charged,  and 

(4)  to  promote  the  development  and  availability  of  long-term  health  care  policies 
which  meet  these  recommendations. 

(d)  Report. — Not  later  than  18  months  after  the  date  of  the  enactment  of  this  Act,  the 
Task  Force  shall  report  to  the  Secretary,  to  the  Committee  on  Energy  and  Com- 
merce of  the  House  of  Representatives  and  to  the  Committee  on  Labor  and  Human 
Resources  of  the  Senate  respecting — 

(1)  the  recomendations  developed  under  subsection  (c),  including  an  explanation 
of  the  reasons  for  their  selection,  and 

(2)  such  recommendations  for  additional  activities  respecting  long-term  health  care 
policies  as  the  Task  Force  finds  appropriate. 

The  Secretary,  in  cooperation  with  the  National  Association  of  Insurance  Commission- 
ers, shall  provide  for  the  disemmination  of  the  report  to  each  of  the  States. 

(e)  Termination  of  Task  Force. — The  Task  Force  shall  terminate  90  days  after  the  date 
of  submission  of  the  report  required  under  subsection  (d). 

(f)  Reports  of  Secretary. — The  Secretary  shall  transmit  to  the  Committee  on  Energy 
and  Commerce  of  the  House  of  Representatives  and  to  the  Committee  on  Labor  and 
Human  Resources  of  the  Senate  two  reports  on — 
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(1)  actions  taken  by  the  States  to  implement  the  recommendations  developed  un- 
der this  section  and  to  recommend  additional  action;  and 

(2)  recommendations  for  legislative  and  administrative  action,  if  any,  needed  to 
respond  to  issues  raised  by  the  Task  Force  or  to  improve  consumer  protection 
with  respect  to  long-term  health  care  policies. 

The  first  report  shall  be  transmitted  18  months  after  the  date  the  report  is  made  under 

subsection  (d),  and  the  second  report  shall  be  transmitted  18  months  later. 

(g)  Long-Term  Health  Care  Policy  Defined. — In  this  section,  the  term  "long-term  care 
policy"  means  an  insurance  policy,  or  similiar  health  benefits  plan,  which  is  de- 
signed for  or  marketed  as  providing  (or  making  payments  for)  health  care  services 
(such  as  nursing  home  care  and  home  health  care)  or  related  services  (which  may 
include  home  and  community-based  services),  or  both,  over  an  extended  period  of 
time. 

(h)  Assurance  of  States'  Jurisdiction. — Nothing  in  this  section  shall  be  construed  as 
recommending  Federal  preemption  of  the  States  in  overseeing  the  operation  and 
regulation  of  insurance  carriers  in  their  respective  jurisdictions. 
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